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SUBJECT: Final Report of Investigation Into the Facts and 
Circumstances Surrounding the Sale and/or Transfer of 
Missiles, Spare Parts, and Other Related Equipment to 
Selected Middle Eastern Countries (U) 


Secretary of the Arny 
Headquarters, Department of the Army 
Washington, D.C. 20310 


I. (U) AUTHORITY 


l. (U) Pursuant to the Secretary of the Army's (SA) directive 
of 28 November 1986, this investigation was conducted from 28 
November 1986 through 30 January 1987 by COLs Ned W. Bacheldor 
and James ©. Morton, LTCs Richard L. Whitenton, Robert F. 
Trotter, and Thomas R. Prickett, MAJ Isaac Brown and Ms. Sandra 
O. Sieber, Unitad States Army Inspector General Agency (USAIGA). 
(Exhibit A) 
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11. (8) MATTERS INVESTIGATED 
2. (8) The investigation addressed 10 questions: 


a. (8) sue 1: What wee the nature and extent of the 
Arny's participation in the transfer. of TOW missiles and MAWK 
ground support equipment repair parts to the Central [Intelligence 
Agency (CIA)? : 


b. (U) Issue #2: Did provisions of Army Regulation (AR) 
37-60 on determining the price of items to be sold to another 
government agency under the Economy Act comply with the lew? 


C. (S) Issue #3: What price should the Army have charged 
the CIA for the TOW missiles? * 


4. (8) Issue #4: Why was the CIA charged an incorrect 
price for the TOW aissiles? 


e. (S) Issue #8: To what extent ware external pressures a 
factor in charging the CIA an incorrect price? 


f. (S) Issue #6: Is it legal for the Army to present the 
CIA an amended bill for the Tow missiles? 


g. (U) Issue #7: Why did the Army provide such an odd 
number of TOW missiles? 


h. (8) Issue #6: Did the sale of MAWK ground support 
equipment repair parts to the CIA reduce the readiness of U. 8. 
Army air defense forces? 


i. (3) Issue #9: Is it possible to upgrade a MNAWK missile 
system using the repair parte sold to the CIA? 


1. (U) Zssue #10: Did the Army charge the correct price 
for the HAWK gro support equipment repair parts? 


IIIZ. (8) BACKGROUND 


3. (8) Guidance. On 28 November 1986, LTG Henry Doctor, Jr., 
The Inspector General (TIG), wae called to the office of the 
Honorable James R. Ambrose, Under Secretary of the Aray 
(USOfA), to receive a requiremsnt to investigate the Arny's 
participation in the shipment of arms to Iran. Diecussion 
centered on the transfer of 2,008 TOW anti-tank missiles and 
several hundred MAWK ground support equipzjent repair parte fron 
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etocks to the CIA. The primary requirements were to 
determine the details of Army participation and the basis for 
financial charges to the CIA. These issues are addressed in 
Section IV, along with other issues raised in that initial 
eeseion and developed during the investigation. 


4. (8) _Methodology 


a. (U) Thie investigation has been the highest priority 
activity in the USAIGA. Activities included contacts with 95 
individuals at nine locations; the taking of sworn, recorded 
testimony from 27 persons; and review of the few documents that 
could be obtained. The investigators relied principally on the 
sworn, recorded testimony of key players. 


b. (U) The inveetigation was limited in scope. It did not 
include examination of such highly publicized matters as the 
manner in which funds to pay for the missiles and repair parts 
were obtained, the disposition of any proceeds from the sale of 
miseiles and repair parts to other countries, and the total 
involvement of senior government officials outside the Department 
of Army (DA). Most witnesses were members of Army organizations 
and activities. Some sworn testimony was taxen from non-Arny 
officials, but that was done to help estab:i:.sh the actions of 
Aray officials, and not for the purpose of examining the 
involvement of other government activities and employees. 


8 The established a detailed procedure to augment 
th (described in paragraph 15) in September 
1984 to @ suppo to the CIA and other selected agencies. 


Because the requirements for TOW missiles and HAWK ground support 
equipment repair parts were considered exceptionally sensitive, 
moet Arny officials made no written record of their activities. 
Because records were sketchy and many witnesses understandably 
lacked a complete memory of events that transpired about a year 
ago, some conflicts regarding events and dates could not be 
resolved. 


d. (8) Sources have mentioned existing documents that may 
be relevant to this investigation but to which the investigators 
were denied access. specifically: 


(1) (S) An internal CIA investigation reportedly- 
addressed CIA interface with the Army. The CIA report allegedly 
mentions several Arny officials, including one who wae said to 
have received guidance directly from LTC Oliver North, then on 
the National Security Council (NSC) etaff. This investigation 
produced no evidence that any member of an Army organization 
received any guidance directly from anyone in the NSC. 
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(2) (8) The investigators were told the Federal Bureau 
of Investigation (FBI) may have NSC notes or other documents 
concerning guidance from LTC North to CIA and/or Aray officials 
on Tow miesile prices. This investigation preduced no evidence 
that any NSC official discussed TOW missile prices with any 
member of an Army organization. a 


(3) (U) The investigators have also been told the NSC 
prepared a chronology that is relevant to the investigation. The 
investigators learned nothing of the substance of that 
chronology. 


e. (U) The fact that this investigation wae conducted as 
expeditiously as possible, concurrent with other independent and 
sensitive reviews (i.e., President's Special Review Board, 
Independent Counsel, Congressional Select Committees, FBI, CIA, 
General Accounting Office, Army Audit Agency) raises the 
poseibility that at some future date, some person or activity 
will reveal information pertinent to this investigation that is 
not addressed in thie report or that conflicts with thie report. 
Additionally, there may be other documentation or evidence 
currently available of which the investigatore are unaware that 
could have changed the conclusions in this report. 


£. (U) The investigators gave periodic statue reports to 
the Honorable John O. Marsh, Jr., Secretary of the Army (SA), the 
USofA, and GEN John A. Wickham, Jr., Chief of Staff, Army (CSA). 
As the investigation neared conclusion, brief inge and documents 
were also given to the Honorable Caspar W. Weinberger, Secretary 
of Defense (SECDEF). The most significant was a 23 January 1987 
summary report, which was based on a draft of this report. The 
substance of that document has been incorporated into thie 
report. The summary report and other decumente used to provide 
information to SECDEF are at Bxhibits AI through AL. 


Iv. (8) CONSIDERATION OF THE ISSUES 


3. (8) esue #1: What was the nature and extent of the Arnzy's 
participation transfer of TOW missiles and HAWK ground 
support equipment repair parts to the CIA? 


a. (8) Summary and analysis of the TOW miseile chronology. 
(1) (8) Diecussion: 


(a) (8) The was involved in the transfer of TOW 
missiles to the CIA by providing that agency with price and 
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availability information, converting improved Tows (ITOWS) to 
basic TOWs to meet the CIA's requirements for basic TOWs, 
shipping 2,008 TOW missiles to a location where they could be 
picked up by the CIA, and billing the CIA for the goods and 
services delivered. Details of Aray involvement in this project, 
which the Army celled Project SNOWBALL, are in the chronology at 
Exhibit P. The following paragraphs present a summary. 


(b) (8) Evidence collected during this investigation 
showed the Army first became involved in the transfer of Tow 
missiles to the CIA on Saturday, 18 January 1966. (The CIA agent 
who was the Agency's principal point of contact with 
Meadquarters, Department of Army (HQDA) testified that he 
contacted LTG (then MG) Vincent M. Rune, the Assistant Deputy 
Chief of Staff for Logistics (ADCSLOG), on Friday, 17 January 
1986, but this date was refuted by the agent's supervisor and LTG 
Russo, and all other evidence pointed to 18 January.) On 18 
January, LTG Colin L. Powell, then a MG serving as Senior 
Military Assistant to the SECDEF, gave GEN Maxwell R. Thurman, 
the Vice Chief of Staff, Army (VCSA), a warning order to be ` 
prepared to deliver approximately 4,000 basic TOW missiles to the 
CIA. The first shipment was to be for 1,000 missiles, with 3,000 
more to follow. LTG Powell told the VCSA the project was to be 
closely held, and to expect "8 to 12 to 36 ours“ notice before 
the first delivery. Based on this guidance, the VCSA personally 
contacted LTG Benjamin F. Register, Jr., the Deputy Chief of 
Staff for Logistics (DCSIOG), that same day. Later that day, 
upon return of the CSA, the VCSA informed the CSA of the tasking. 
The VCSA also told LTG Powell he had “turned on the Arete and 


had ther eee ee 2 Wii. “prepare a 
memorandum for record (MFR). (Exhibits 8-1, pp 2-3; B-2, pp 3-6; 
B-3, pp 2-3; B-4, p 1; B-26, pp 8-11; B-27, pp 2-5, 10, 13, 14, 
163 B-32, pp 2-6; B-33; B-34, pp 4,6; AE) 


(c) (S$) Upon receipt of the requirement from the 
VCSA, LTG Register tasked MAJ Christopher Sim ODCSLOG's 
Classified program manager, and Mr. John C Hill, also in 
ODCSLOG, to determine if the Army could support the requirement. 
MAJ Stupeon reviewed the Arny Master Data File (AMDF) and 
determined the price of the basic TOW missile (model BGM 71A, 
national stock number (NSN) 1410-00-087-1521) was $3,169. He 
relayed that information, and the requirement to be prepared to 
ship 1,000 basic TOWs on short notice to an unspecified customer, 
to COL James B. n, the Project Manager (PM), TOW, on 18 
January 1986. (Exhibits B-4, p 1; 5-3, pp 3-5; B-9, pp 21-24; B- 
11, pp 5, 10, 13, 26; B-28, pp 6, 7, 29, 32, 35, 493 P3) 


(d) (S) During the next week, there were many 
discussions between representatives of the CIA and ODCSLOG, DA, 
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and between ODCSLOG and the office of PM TOW. Requirements were 
established for a total of 4,508 missiles. At some point in the 
discussions the requirement was modified to specify Condition 
Code "A" (CCA) (serviceable without restrictions) missiles. The 
CIA stated they did not specifically requeet CCA but they did 
want serviceable missiles. The PM TOW determined that 4,508 CCA 
basic TOWs were not available in depot stocks. When the CIA 
would not accept ITOW or TOW 2 missiles to f111 their 
requirement, the PM TOW suggested, and ODCSLOG approved, 
replacing the warheads on 2,500 ITOWe with basic TOW warheads 
from a stock pile, creating 2,500 extended range basic Tow 
missiles. (Exhibits B-7, p 13; B-9, pp 5, 22-24, 307 B-11, pp 
10-11, 28; B-12, pp 4, 3, 24, 25; B-13, pp 8, 12; B-21, p 6; B- 
aa Pp S; B-26, pp 21, 317 B-27, pp 19, 23, 267 B-28, pp 668- 
0, 74 


(e) (S) During this eame period, there were many 
discussions between the PM TOW and ODCSLOG and between ODCSLOG 
and the CIA about the proper price for missiles. Issues two 
through six address the various aspects of pricing the missiles. 
(Exhibit B-34, pp 3, 4) 


(£) (S) Based on a verbal request from the CIA, the 
first shipment of 1,000 basic Tow missiles (with a missile 
ordnance inhibitor circuit (MOIC) previously installed, model BGM 
71A2, NSN 1410-01-°139-1512) wae taken from inventory at Anniston 
Army Depot (ANAD) and moved to Redstone Arsanal on 29 January 
1986. The missiles vere prepared for air movement from Redstone 
Arny Airfield, where they remained for 14 days while the CIA 
coordinated onward movensnt. In the meantime, on 30 January 
1986, ANAD was directed to prepare to exchange the warheads on 
2,500 ITOWs. The exchange actually an on 3 February 1986 and 
was completed on 28 February 1986. Thie procedure converted 
2,800 ITOWs (model BGM 71C, NSN 1410-01-106-8514) into an equal 
number of extended range basic TO (model BGM 71Al, NSN 1410-01- 
007-2507). The converted miesiles were stored at ANAD pending 
shipping instructions. (Exhibits B-21, pp 3,5; B-28, 68-70; O; 
5-1, pp 6,73 P-5; P-6; P-10; Pell; P-12) 


(g) (8) On 13 Pebruary 1986, the first shipment of 
1,000 Tow alesiles was signed for at Redstone Arsenal by MAJ 
Simpson for faba and then by a CIA representative. The missiles 
were loaded on commercial trucks and departed Redstone Arsenal. 
(Exhibits B-12, pp 26, 27, 293 B-13, pp 32, 37-38; N; Pel, pp 7- 


8) 
(h) (8) On 16 Nay 1986, the CIA asked b to prepare 

an additional 508 missiles (identical to those in the first 

shipment) for shipment by truck from Redstone Arsenal. On 19 May 
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1986, the nissiles departed Redstone on commercial trucks 
provided by the CIA. (Exhibits Bell, p 43; B-13, pp 37, 38; p- 
163 17: P-18) 


(i) (S) The third, and last, shipszent under Project 
SNOWBALL occurred on 3 November 1986, after several Conversations 
between the CIA and HQDA and between HQDA and PM TOW to ensure 
the shipment consisted of Tous from the newest lots (see Issue #7 
for an explanation on why lots vere important). The 500 missiles 
shipped were extended range (3750 meters) basic TOWs (model BGM 
71A1) which came from the 2,500 reworked ITOWs. This left 2,000 
reworked ITOWs in storage at ANAD. Again, the missiles left Arny 
control when they departed Redstone Arsenal on commercial trucks 
provided by the CIA. (Exhibits B-11, p 43; B-22, pp 11, 12; N; 
O; Pel, p 127 P-19; P20; P-21; P-22) 


(J) (S) Seventeen witnesses vere qúeried about the 
knowledge they and others possessed on the destination of the Tow 
missiles. No U.S. Army Missile Command (MICOM) witnesses knew, 
at that time, that the missiles were being transferred to the 
CIA. The evidence further indicated that no one then serving in 
an Army organization or activity knew the ultimate destination of 
the missiles after they were transferred to the CIA. (LTG 
Powell, an Army officer, knew the destination, but he was then 
assigned to the Office of the Secretary of Defense (OSD)). 
(Exhibits B-1, pp 2, 3; 3-2, P 71 B-3, p 4; Bea; B-7, p 10; Bes, 
P 33 B-9, pp 78, 79; B-10, p 5; B-11, pp 43-46; B-12, p 39; B-13, 
P 37; B-14; B-15, p 38; B-16, P 27; B-19; B-20; B-21, p 4) 


(2) (8) Conelusions: 


(a) (S) The Army wae first alerted of a requirement 
to transfer TOW missiles to the CIA on 18 January 1986. 


(b) (8) The Army and especially MICOM (PM TOW) and 
HQDA (ODCSLOG) were deeply involved in planning for and 
transferring 2,008 TOW missiles to the CIA. 


(c) (8) Available evidence showed no one at MICOM 
knew the CIA was the recipient of the missiles. 


(d) (S) Available evidence showed no one then in an 
Army organization knew the ultimate destination of the missiles. 


b. (S) Summary and analysis of HAWK chronology. 
(1) (8) Diecuseion: 
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(a) (S) The Army was involved in the transfer of MAWK 
ground support equipmant repair parts to the CIA by providing 
availability data, identifying substitutes when the requested 
item was not available, consolidating all requested items at one 
depot, contracting for transportation to deliver the parts fron 
that depot to a location designated by the CIA, and billing the 
CIA for goods and services furnished. Details of Army 
involvement in this project, which the Army called Project 
CROCUS, are in the chronology at Exhibit R. The following 
paragraphs present a summary. 


(b) (S) Army involvement began on 9 April 1986, when 
the Honorable William M. Taft, IV, Deputy Secretary of Defense, 
advised the CSA of a requirement to provide 240 line items of 
HAWK repair parts to the CIA. GEN Wickham subsequently tasked 
LTG Russo to act ae the Army point of contact with the Agency. 
Still on 9 April 1986, LTG Russo established contact with a CIA 
representative, who later (10 April) provided LTG Russo a list of 
234 repair parts, in varying quantities required for support of 
HAWK ground support equipment. (Exhibits R-2; R-3) 


(c) (S) Over the next 20 days, ODCSLOG coordinated an 
exhaustive search, involving numerous Army organizations, the 
Defense Logistics Agency (DLA), and the United States Air Force 
(USAF), to identify and find the 234 line item numbers (LIMS), 
which consisted of 146 HAWK peculiar lines, 11 lines that 
ultimately could not be identified, and 77 common items. When 
requested items appeared unavailable, the search was expanded to 
deterzine if the requirement could be satisfied with either a 
substitute item or the next higher assembly. During this period 
there was constant interchange between ODCSLOG and the CIA, and 
LTG Russo provided verbal updates to the VCSA and to the 
Executive Officers to the CSA and SA. By 29 April, available 
Arny items vere eonsolidated at Red River Army Depot (RRAD), and 
en 30 April, the CIA was provided availability (in some cases, 
the quantity available was lees than requeeted) and price data. 
for 221 LINs (11 stock numbers provided could not be identified 
and 2 were at sero balance). The CIA wae given a total cost, to 
include packing, crating, hendling and transportation charges, of 
$4.4 million. (Bxhibite R-4, p 2; R-S: R-6, pp 1-2; 8) 


(d) (8) OR 88 April 1986, the CIA advised ODCSLOG of 
an additional requirement for two "pre phase II PIP (product 
improvement program) configured" HAWK radar systems. Review by 
ODCSLOG, HQ Army Materiel Command (ANC) and NICON revealed that 
the only assets in stock were two AN/NPQ-46 high-power 
illuminator radars, costing $3,088,800 each, purchased by the 
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Letterkenny Aray Depot pending disposition of Iranian Claims. 
This information was passed to the CIA, which was also advised, 
on 13 May 1986, that the radars could not be treated as part of 
the HAWK parts project and would have to be requested Separately. 
(Exhibits B-6, p 41; R-1, p 3; W) 


(e) (S) On 16 May 1986, the CIA certified 
availability of funds in the amount r the 
purchase of the requested parts, less the radars. n that day, 


Army shipped the parts which had been consolidated at RRAD to 
The DLA was 


(£) (8) On 19 or 20 May 1986, the CIA requested two 
post phase II (AN/MPQ-57) HAWK radars, a newer version of the 
=46, and on 20 May, the CIA certified availability of 
d test, inspect and service -4f radar sats 
previously identified. According to CIA, the 
CIA requested the newer radars with the intent of trading Israel 
the two AN/MPQ-57 radars for two Israeli AN/MPQ-46 radars which 
could then be shipped to Iran. The AN/MPQ-:6 radars were checked 
by Army personnel as requested. AMC also identified two AN/MPQ- 
57 radars, in depot stocks, which were held pending further 
instructions from Roba. on 29 May 1986 MICOM advised HQDA that 
use of the Iranian owned AN/MPQ-46 radars would have no impact on 
Arny programe but release of the AN/MPQ-57s would affect a 
scheduled transfer of assets to the U.S. Marine Corpse. (Exhibits 
B-26, pp 70, 93; R-10; R-11; B-23, pp 6-7; R-127 W) 


(g9) (8) On 2 June 1986, the CIA put the radar 
transfer action on "hold", a status which continued until 30 July 
1986. On that date, the CIA advised ODCSLOG the radars were 
again a topic of discussion and a decision could be imminent. 
ODCSLOG began inquiries into release proceduree for the Iranian 
assets (AN/NPQ-46). On 4 August 1986, the Defense Security 
Assistance Agency (DSAA) informed ODCSLOG that the Iranian assets 
could not be rsleased as title had baen passed to Iran in 
connection with Iran's $12 billion lav suit against DOD. This 
information vas relayed to the CIA on 5 August 1986. (Exhibits 
e, PP 41-243; Rel) 


(h) (8) During the 5 August 1986 exchange vith the 
CIA, ODCSLOG wae asked to check the current status of HAWK repair 
6 not available at the time of the original shipment. A few 
tems were found, and on 19 August 1986, ODCSLOG directed 
freezing of available assets. On 4 September 1986, the CIA 
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rected to ship the 11 items it managed. on 
CIA confirmed receipt of all items shipped to 
(Exhibits R-6, p 4; R-8; R-9) 


678 


E a a P 
ii : x ` Es J 
Y: * ‘ba we wot ty v. X ves 
DO - SPECIAL ACCESG REQUIRED D 11 


DAIG-I0 
SUBJECT: Final Report of Investigation... (U) 


previded ODCSLOG a list of requirements for 30 LINS, including 
added quantities of items previously shipped and iteme requested 
but not shipped. Some iteme on this list were also found and on 
S September 1986 ODCSLOG directed these assets be frozen pending 

er idance from HQDA. a 22 ptember 1986 zemorandun, 


The Army General Counsel (AGC) that concern on 10 
October 1986 and withheld concurrence in the 8 September 1986 
ODCSLOG action memorandum on additional eupport of Project CROCUS 
because there was insufficient information on the ultinate 


purpose ion of the itema in question. On 22 October 
sent the SA a memo recommending no further 


1986 the 
release Of materiel for Project CROCUS until details of the 
project were made available and a legal position established. On 
24 October 1986, Mr. Marsh discussed the subject with Mr. Taft. 
As a result of that meeting, the action vas placed on hold and as 
of 30 January 1987, the parts and radars were still being held by 
the Army. (Bxhibite Rel; R-?; R-13; R-14; R-15; N16) 


(i) (U) The investigators asked twenty-five persons 
(18 in informal discussions, eeven in sworn testimony) about the 
knowledge they and others possessed on the destination of the 
MAWK repair parts. There wae no evidence any military or 
civilian member of any Army organization knew the ultimate 
destination of the repair parts. (Exhibits B-3, p 43 B-7, p 10; 
B-9, pp 78, 797 B-10, p 5; B-14; B-29; B-20; AM) 


(2) (8) Conclusions: 


(a) (8) The Aray, with MICOM as the principal player 
in execution and with ODCSLOG, DA, providing guidance and 
interface with the CIA, vas heavily involved in the transfar of 
HAWK ground support equipment repair parte to the CIA. 


(mB) (U) ‘The OLA and USAF participated with ODCSLOG in 
execution to the extent that some of the HAWK ground support 
equipment repair parte were supplied by their organizations. 


(c) (U) Available evidence showed no one then in an 
Aray organization knew the ultimate destination of the repair 
perts. 


6. (U) Issue $2: Did provisions of AR 37-60 on determining the 
price of itaas to be sold to another government agency under the 
Economy Act comply with the law? 


a. (U) Discussion: 
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(1) (U) Economy Act/AR 37-60. 


(a) (U) The Economy Act (31 USC Section 1535) stated 
an agency could order goods or services from another agency if 
four conditiones were met: (1) amounts vere available, (2) the 
transaction was in the best Interest of the US Government, (3) 
the agency to fill the order was able to provide or get the goods 
or services by contract, and (4) ordered goods or eervices could 
not be provided by contract ae conveniently or cheaply by a 
commercial enterprise. The Economy Act also said payment may be 
made in advance or on delivery and "shall be for any part of the 
estimated or actual cost as determined by the agency or unit 
filling the order." The Act further provided that advance 
payments shall be adjusted "on the basis of the actual cost of 
goode or services provided.” (Exhibit D) 


(b) (U) AR 37-60, Pricing for Materiel and Services, 
15 October 1985, said standard pricing would provide a basis for 
reimbursement of Army appropriations and funds from all customers 
except for Foreign Military Sales (FMS) and Military Assistance 
Program (MAP). It further said iteme with a NSN vere centrally 
rondo tah 85 their standard price vas published in the AMDF. 
( t 


(c) (U) Ina 2 January 1987 memo, the investigators 
asked the Office of The Judge Advocate General (OTJAG) if AR 37- 
60 complied with the Economy Act and if AR 37-60 should have been 
used as a basis for determining the price of goods transferred to 
another government agency or if a price based on actual cost 
should have been used. 


(a) (U) In ite 7 January 1987 response, OTJAG said: 
“The term ‘actual cose in the Economy Act refers to direct 
historical or acquieition cost incurred by the Army in obtaining 
supplies or equipment. It also includes indirect costs which are 
significantly related to the furnishing of supplies or equipment 
to another Federal agency and which are funded from currently 
available appropriations (examples of such costs include 
transportation, packaging, labeling, and handling). Wo statute 
authorizes the Department of Defense (DOD) or DA to deviate fron 
the Bcononmy Act's actual cost reimbursement requirement. 
Nevertheless, the Economy Act gave the DOD and DA considerable 
latitude in determining the proper reimbursement for iteas 
transferred to other Federal agencies. Opinions of the 
Comptroller General recognize that the term ‘actual cost' has ‘a 
flexible meaning’ and must reflect ‘distinctions or differences 
in the nature of the performing agency, and the purposes or goals 
intended to be accomplished’.* 
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(e) (U) In ite 7 January 1987 opinion, OTJAG also 
eaid, "AR 37°60 prescribes a proper methodology for determining 
the price of items transferred under the Economy Act.” OTJAG 
further said the standard pricing mechanisas prescribed in 
AR 37-60 "represent a reasonable exercise of the discretion 
afforded Federal agency heads by 31 USC Section 1535 (D). OTJAG 
coordinated its response with the offices of the Army General 
Counsel, Comptroller of the Army, and (by telephone) the General 
Counsel, DOD. (Exhibits E; F; AN) 


(2) (U) DODI 7510.4/AR 37-60 


(a) (U) DOD Inetruction 7510.4, Uniform Policy for 
Charging Acceesorial and/or Administrative Costs Incident to 
Issues, Sales, and Transfers of Materials, Supplies and 
Equipment, 7 April 1967, eaid the standard rates set forth in the 
instruction "ehall be applicable” to eales and transfers of all 
materials to other government departments, agencies or 
inetrumentalities. Actual coste could be charged only if unit 
price exceeded $10,000. However, the 13 October 1985 version of 
AR 37-60, in effect at the time of the first two shipzents, said 
“actual or estimated costs may be used when the supplying agency 
decides that a fairer charge will result for items having a unit 
value of lese than $10,000." (Exhibite C; G) 


(b) (U) By a 5 January 1987 meno, the investigators 
asked OTJAG for the proper reconciliation of these conflicting 
regulations, as related to accessorial and administrative costs. 
On 14 January 1987, a reply wae received from the Assistant COA 
for Fiscal Policy, the proponent for AR 37-60, to when the 
question had been referred. The reply indicated the 28 July 1986 
update of AR 37-60 eliminated the actual cost exception for itens 
under $10,000. Thie change wae based on guidance from DOD that 
the 13 October 1985 version was not in conformance with DODI 
7810.4; the Army should have required and should have been 


-charging 7.5% of materiel costs for accessorial coats on itens 
with a unit cost of lese than $10,000. (Exhibits H; I) 
b. (U) Conclusions: 


(1) (U) Provisions of AR 37-60 on determining the 
unit price of items to be eold to another government agency under 
the Economy Act complied with the law. - 


(2) (U) That portion of AR 37-60 which permitted 
charging actual costs, in lieu of standard rates, when unit value 
was less than $10,000, conflicted with DODI 7510.4. COA 
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eliminated that conflict when it published an update of AR 37-60 
om 28 July 1986. 


7. (8) Issue #3: What price should the Army have charged the 
CIA for TOW alssilees? 


a. (8) Discussion: 


(1) (8) ‘Tre Army was tasked on 16 January 1986 to be 
prepared to provide 4,000 TOW missiles, on short notice, to the 
CIA. Details of this tasking are at Issue #1. (Exhibits B-1, p 
3; B-2, p 3) 


(2) (8) The tasking for bas 1c“ TOWs was translated 
in Army terms to mean BGM-7l1A TOW missiles. On the basis of 
subsequent discussions with the CIA, HQDA modified the 
requirement to specify Condition Code "A" (CCA) (serviceable 
without restriction) missiles. Since all Army stocks of BGM-71As 
were Condition Code "N" (CCN) (restricted - combat use only), the 
next best way to meet the requirement was to provide BGM-71A2 
missiles (a BGM-71A missile with a Missile Ordnance Inhibitor 
Circuit (MOIC) installed). Mowever, Army stocks of BGM-71A2s 
(2,356 on hand) were not sufficient to sat:sfy the entire 
requirement (4,508). MQDA then decided to provide 2,008 BGM- 
71A2s from stock and convert 2,500 BGM-71C (ITOW missiles) to 
BGM-71Al by removing the ITOW warhead and replacing it with a 
basic missile warhead. (Exhibits B-4; B-9, pp 21-24, 25-28, 46, 
49-50; B-13, pp 13-14; B-12, pp 4-5, 11, 24) 


(3) (s) A price of $3,469 for the missiles was 
established on or about 27 January 1986 by LTG Russo, ADCSLOG, 
using the following logic: 


(a) (U) Army Master Data File (AMDF) price for BGM- 
71A @ $3,169 


(b) (U) Estimated cost of a MOIC and installation = 
$300 ; 


(c) (U) Besic missiles were all the same, regardless 
of the increased range. 


(d) (U) Replacement costs were not applicable under 
the Boonomy Act. (Exhibit B-6, pp 6, 10-11) 


(4) (8) Actual costs in the amount of $30,691 
($23,191 for the first two shipments, $7,500 for the third) for 
accessorial expenses associated with the shipments were charged 
to the CIA. A detailed summary of the original charges for TOW 
missiles is provided below. 
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TOW MISSILE CHARGE MATRIX 
(ORIGINAL CHARGES TO CIA) 


BGM 71A2 COSTS 
MISSILES (1,508) (lst and 2d Shipment) $5,231,252 
Snit Price 3,469 
71A (3,169) 
eIOIC (300) 
ANCILLARY COSTS 23,191 
Transportation 4,583 
Labor/Materials 9,901 
Other (Security, TDY) 8,707 
MISSILE MODIFICATION (from ITOW to basic TOW) 377,720 
71A2 Missiles (SUBTOTAL) (lst and 24 Shipment) $5,632,163} 
BGM 71A1 
MISSILES (500) (3d Shipment) $1,734,500 
Unit Price 3,469 
71A (3,169) 
MOIC (300] 
ANCILLARY COSTS 7,500 
Transportation 3,383 
Labor/Materials 3,960 
Security 157 
71Al Missiles (SUBTOTAL) (3d Shipment) $1,742,000? 
TOTAL $7,374,163 


l. (S) Amount paid to the Army by the CIA as of 30 January 
1987. -7 - 


2. (S) As of 30 January 1987, the CIA had not paid the Army for 
the third shipment. 


(3) (8) The investigation included an independent 
price assessment by DAIG investigators, based on appropriate DOD 
and DA regulations and input from the offices of the DOD and Army 
Goneral Counsels, to either validate or correct the price the 
Aray charged the CIA. In this assessment, the investigators 
found: (Exhibits I; J; K L; M) j 


(a) (U) Pricing procedures in AR 37-60 called for 


extracting the item's standard price from the AMDF and adding 
ancillary charges, when appropriate, to arrive at the total cost 
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of the items sold. The application of depot modifications to 
items in inventory, as was done to 2,500 missiles, was to be 
treated as a procurement cost, per paragraph 2-2g, AR 37-60, and 
added to the existing standard price to arrive at the revised 
standard price. (Exhibit C) 


(b) (U) Standard prices for materiel were contained 
in t's AMDF, published monthly by the AMC Catalog Data Activity 
(CDA) based on input from AMC. AMC had overall responsibility 
for determining AMDF prices, with the item manager at subordinate 
commands responsible for price input to the AMDF. (Exhibit AH) 


(c) (S) The basis for what the Army should have 
charged the CIA was: 


(1) (U) Construction of the unit price for the first and 
second shipments of 1,508 missiles (BGM-71A2) should have been 
based on the latest procurement/AMDF standard price of $3,169 for 
the basic TOW (BGM-71A) and the cost of the MOIC plus 
installation cost. The MOIC kits were procured from Hughes 
Aircraft under contract DAAHO1-84-C-0940 at a unit cost of 
$156.90, and ANAD installation/labor cost was $168 per missile, 
thus establishing a "should have been charged“ price of $3493.90. 
A summary of the corrected charges for the 1, 306 missiles in the 
first two shipments is provided below: 


PRICE CONSTRUCTION 
(BGM 71A2 - lst and 2d SHIPMENT - 1,508 MSLS) 


January 1986 AMDF Standard Price (BGM-71A) 33,169. 001 

MOIC Kit 156.90 

Labor 168.00 

Corrected Standard Unit Price for 71A2 $3,493.90 
(Exhibit AF) 


(2) (8) To meet the CIA requirement, 2,500 ITOWs (BGM-71C) 
were modified by exchanging ITOW warhesds for basic TOW warheads 
from depot stocks at a depot cost of $377,619.23 or unit cost of 
$151.05. The original warhesd cost of $358.74 for the 500 
missiles shipped was computed by applying the weighted average, 
as specified in AR 37-60, to three lots of warheads of various 
quantities and prices. The same procedure as above was used to 
arrive at the current unit price of $208.74 for the basic TOW 
warhead, which replaced the ITOW warhead. A summary of the 
corrected chargas for the last 500 missiles transferred to the 
CIA is provided below: (Exhibits C; AF; AG) 
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(BGM 71Al Ird SHI MGT - $00 NSLS) 


January 1986 AMDF Tro Standerd Price (corrected) $8,069.001/2 


Labor Cost for Warhead Change 151.05 

Basic TOW Warhead 208.74 

Subtotal 8428.79 

Credit for ITOW Warhead l <358.74> 
(reused in ITOW produetion) 13 

Corrected 71Al Unit Price $8070.08 


1 Price indicated is the moet aecurate possible at the time of 
investigation and aceounts for mathnematioal and obvious errors in 
the methodology used. The pricing procedures, as reflected in 

this report, are in aecordance with AR 37-60. Due to the gameral >° 
nature and ecaplexity of the regulation and the lack of 2 
implemeating instructions at inate diate levels of operation, 
changes in the procedures may be réquired. : 


2 the January 1986 Mr price of $8,878 for a BGM-71C, NSN 1410- 
01-106-8514, was based upon input from the 16 July 1985 TOW PK 
annual review forwarded to the TOW Itema Manager in the Missile 
Logistics Center (MLC) on 29 August 1985. The figure transmitted 
to MLC was extracted from the wrong line of the form used by PM 
TOW to compute cost and included nonrecurring and unfunded costs 
not authorized in computation of standard price. The figure 
transmitted to MLC was $6,619, the total FMS sales price, and in 
fact should have been $8,069, the base FMS price. Before the 2 
October 1985 submission to CDA, the item manager added another 3% 
surcharge not authorized by AR 37-60. (Exhibits L; AF; AO; AP; 


AQ) 


(3) (9) Ameillary coste were computed IAW a provision 
in AR 37-60, dated 18 Oetober 19863, that allowed for the use of 
aetuel packing, erating, and handling (PCH) costs for itens with 
a unit price under $10,000. WNowevar, that method was contrary to 
guidance in DOD Inetruction 7510.4 dated 7 April 1967. Based on 
DOO idance, an update of AR 37-60, dated 28 July 1986, 
eliminated the provisions for wee of actual costs for PCH for 
itene under $10,000 each. Based on this DOD guidance and the 
amended version of AR 37-60, and with the support of OTJAG and 
COA opinions, the investigators found the CIA should have been 
barged 3.5% of the hardware ecet for PCH. (Exhibits C; G; I) 


(4) (8) ‘Tre CIA was charged $377,619.23 for labor 
oeste to wert 2,500 Tous to basie TOWs. The individual 
miceile price that should have been charged for the last 800 
missiles shipped ineludes $75,523.85 of the total labor soets. 
The vemaining $302,008.38 is still a valid eost to the CIA 
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because all 2,500 missiles were converted in February 1986. A 


summary of what the Army.should have charged the CIA is provided 
below. (Exhibits P-14; 5-13) 


CORRECT TOW MISSILE PRICE 
IAW AR 37-60 


Missile Hardware (1,508) (BGM 71A2) 38, 268, 801. 201 
(list and 2d Shipments) 
Packing, Crating and 


Handling Costs for the BGM 71A2s 184, 408.042 
Missile Hardware (500) (BGM 711) $4,035,025.002 
(34 Shipment) 

Packing, Crating and 2 

Handling Costs for BGM 71Als 141,225.87 

Modification Cost for Remaining 2,000 Missiles $302,095.38 
Total 99,931, 333.49 
Total Shortfall <$2,557,392.49> 


Notes: 1. (U) AMDF price of $3,169 for BGM-71A plus actual cost 
of $324.90 for the MOIC kit and installation 
cost. 

2. (U) Represents 3.5% of the hardware coet. 

3. (U) Based on a corrected BGM 71Al unit price of 
$8070.05. 

4. (U) Depot modification cost for 300 missiles included 
in the miseile hardware (500) price is 
$75,523.85. 


(5) (8) Conclusions: 


(a) (U). The meee should have charged $3,493.90 each 
for 17900-0 niceties ( € and second shipment) and $8,070.05 
each for GP tenaining 25 9 ehipment) . 


(b) (UPtAncillary cosets should have been charged at 
the rate of 3.8% ef hardware costs, to comply with DODI 7510.4. 
The actual amount charged for ancillary costs was inconsistent 
with DOD policy because provisions of AR 37-60 dated 15 October 
1985 were contrary tb DOD Instruction 7510.4. 


(e) (S) The CIA should have been charged $302,095.38 
to recover the cost of modification to nisi les modified to 
support the requirament but not ehipped. 


* 
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(d) (U) The N TOW and NICON used incorrect 
pwecedures when developing the Army standard price, published in 
the ANDP, for Tro (BGM-71C) missiles. 


8. (8) 43: Why was the CIA charged an incorrect price 
for the 1 1211.7 a ? 


a. (8) SBvwidence: 


(1) (S) GEN Thurman described receiving the tasking to 

rovide TOW missiles from LTG Powell on 18 January 1986. GEN 

rman said he inquired of LTG Powell, "You're talking about 
vanilla e:“ and LTG Powell responded, “Yseh. I'm tal 
about vanilla TOWs." GEN Thurman asked LTG Powell if he would 
reeeive anything in writing on the mission (indicating he had no 
written doeument at the time) but did not recall LTG Powell's 
respoase. (Exhibit B-2, p 3) 


(2) (8) LTG Powell testified that throughout the fall 
of 1985 interlocutors from outside DOD questioned him regarding 
TOW priece. Me contacted DSAA and was told the price of a TOW 
miseile was $10-11,000. Me perceived an eserging idea of 
providing TOW missiles to Iran. In reference to the sale of Tow 
missiles to the CIA, he said, "over the course of the fall and 
thea after the decision was made in January (1986) and after the 
initial transactions took place, that price kept floating back 
and forth..." Me said it was a function of whether you priced it 
owt as an FMB contract, which was clearly not the right vay to do 
it.” It wes “always clear that we were using the Econosay Act. 
Amd eo the price floated back and forth over a period of weeks 
and months for that matter, both before the decision and after 
the desision." It went “everywhere from $4,000 to $10,000. And 
maybe even a ved higher." Concerning his conversation with Vice 
Admiral John M. Poindexter, National Security Advisor, LTG Powell 
added, “over the course of the fall and winter, we were talking 
about ers that vere floating from 810-11, ooo down to 4 or 3 
or 6 . Sen the cost got below $4,000, he said, "I vas 
quite rise that it went that low because all the while we 
had been Vater? about something higher than 7, 8, 99 Me 
said LTO reported to him on a couple of occasions “there's 
a way to do this and the coet will come in lower." He told LTG 

to recover the coet of the missiles and services and to 
the Aray was not out one dollar." He said he had 
eceversations with Admiral Poindexter and maybe LTC North about 
priee but his only discussions on price within the Army were with 
LTG Russo. Me kept the Secretary of Defanse informed on the 
tatus of LTG Russo's discussions with the CIA. There was 
interest from Admiral Poindexter and/or LTC Morth in what the 
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Price chend be and in getting the price lower but he never felt 
pressure to get the price lower. LTG Powell said he believed Le 
usec was also receiving inquiries from the NSC or through the 
CTA about getting the price lower. When the price came in at 
around the $4,000 point that was what LTG Powell's NSC contacts 
had eaid all elong that it should have been. Ne assumed the N$C 
had been pressing him to justify the higher estimate ($10,000) 
because they had to explain it to the buyer. Me knew of no money 
that would be going anywhere but to the Treasury of the United 
States. The context in which he was answering questions and 
giving guidance to LTG Russo hed nothing to do with trying to get 
the coset low in order to sake money available for some nefarious 

. Mis total mindset was that all the money, regardless of 
the amount, would be paid to the Army and the buyer would pay 
only for TOWs, not TOWs plus some additional amount of revenue 
that would be used for another purpoee. With respect to the 
CIA's interaction with the Army regarding cost, LTG Powell 
stated, “I was aware that General Russo was working with the CIA 
to determine what the cost would be." Ne gave LTG Russe no 
direction to keep the price down but *... as time progressed che 
numbers kspt floating back and forth every time I talked to LTG 
Russo and they were always floating dowward." (Exhibits 8-1, pp 
2-10, 143 B-24, pp 3-4) 


(3) (S) Upon being told of the sission, LTG Register 
tasked MAJ Simpson to determine if the mission was supportable 
and tasked Mr. John Mill, Logistics Support Office, ODCSLOG, to 
provide the status of TOW miseiles, worldwide. LTG Register was 
briefed by Mr. Hill concerning the 30 September 1985 status of 
the basic TOW (71A), ITOW (71C), and TOW 2 (71D). He recalled 
that conversation centered on the basic TOW (71A) but did not 
recall if MAJ Simpson was in the room when Mr. Nill provided the 
information. On 20 or 21 January 1986, LTG Register passed 
or the action to LTG Rusgo 


egister's 
ted to receipt of periodic status 
reports from LTG Russo. Ne was not involved in any pricing 
discussions but had a general knowledge of the requirement for a 
warhead change on the ITOW. It was his understanding that the 
price to be charged for the missiles was the price of the basic 
TOW (71A) plus the cost of the MOIC modification. (Exhibit B-4, 
PP 1-2) 


(4) (U) Me. Will confirmed that he was called to the 
office one Saturday by LTG Register, who wanted te know where TOW 
missile assets were located, by type and condition code. He did 
not remember specifically when he vas called in other than that 
it was in the January to March tina frame. Using the 30 
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September 1985 Missile Distribution Plan (MIDP), he told LTG 
Register where TOW missile assets were, worldwide, and condition 
codes he was aware of. He said LTG Register wrote down 
approximately four major locations where the Aray had 7oWs 
stored, recording it by missile type, NSN, and model number. He 
did not recall a price discussion. (Exhibit B-5, pp 3, 5-6) 


(S) (8) LTG Russo testified that he believed his 
initial involvement was Monday of the first veek (20 January 
1986) and that MAJ Simpeon told him the price of the BGM-71A 
missile was $3,169. He knew of no exploratory actions on Tow 
Biseile pricing or availability before the Arny's initial- 
involvement o J 86. He conv 
meetings wi 
prior to 20 January ° recall meeting v 
during the week of 20 January 1986 and discussing the 0 
markings from the TOW boxes, the type of aircraft to be used, how 
many missiles would fit on a pallet, etc. He said he did not 
deal in terms of Condition Code A“ or "g" until "about two weeks 
ago" (approximately 1 December 1986). However, he was told by 
MAJ Simpson that a safety related modification to the basic TOW 
was required. The modification was the adc-.tion of the MOIC, 
which MAJ Simpeon told him would cost $300. In recall testimony, 
LTG Russo said he did not know the addition of the MOIC converted 
the 71A model to a 71A2 model, and if previsus testimony 
indicated differently, it was incorrect. Also, he did not know 
there was a price difference, except for the $300 cost of the 
modification. He seid LTG Powell gave him no specific guidance 
on missile pricing but did tell him, “make sure that the Aray 
doesn't get screved in the process." LTG Russo added, "I was 
torn on one end, don't eres the „ on the other hand, Econoay 
Act saye actual costs. I couldn't z the difference betveen 
these three basic missiles that ve were transferring and so ah -- 
I'm back to that same point.“ Ne told MAJ Simpson to impress 
upon everyone to collect the costs associated with the missile. 
LTG Russo seid he recalled only one telephone conversation with 
LTG Peter G. Burbulss, then a MG in command of MICOM, concerning 
this transaction. He said LTG Purbules talked about a 
"significant price difference." Ne further discussed their 
conversation, saying that LTG Burbules *...alluded to the fact 
that the missile being provided was a more expensive missile, and 
I kept asking the question, ‘Is it or isn't it a basic TOW?’ The 
anewer ves, yes." Ne seid whatever LTG Burbules was talking 
ebout fell into that category of basic TOW. That's where he had 
a fundamental block in communicating with LTG Burbules. He said 
he did not know if their conversation involved the ITOW missile. 
„r think--you know--had we gotten to the stock number level I 
think it would have been reasonable for me to have. sonehow 
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Challenged that more firmly with the folks, in terms of how we 
from thirty-four sixty-nine to eight thousand end change. 1 
didn't do that." He told LTG Burbules it just did not make sense 
having a basic TOW that cost $3,169, adding a MOIC for $300, and 
charging more than $3,469. LTG Russo added, "...what we were 
taking was some missiles that had already gone through that 
process of the basic 71A, adding the $300 MOIC to it, and coming 
up with this. And my judgement at that time was a 71A with a 
MOIC applied. Wow the fact that it is a 71A2 (he apparantly 
believed 71A2 was also a model number for a basic TOW), I really 
didn't ascribe anything to it, and I frankly discounted the eight 
thousand figure." We did not recall any TOW missile cost or 
requirements discussions with LTG Powell prior to 18 January 
1986. LTG Russo . not remember discussing any 
variances in price with LTG Powell other than $3,169 and $3,469. 
Ne subsequently recalled a conversation with LTG Powell during 
which he may have told LTG Powell there was a more significant 
price involved which could go as high as $8,000. Me said ha may 
also have related the MICON pricing concerns to LTG Powell but - 
told LTG Powell the price should stay at $3,169 or something like 
that. LTG Russo did not recall heving told LTG Powell, “There's 
a way to do it for less money." LTG Russo said his memory ves a 
little fuzzy“ on the conversations with LTG Powell but he 
believed that during one of the conversations a working figure of 
around $6,000 as a cost was brought into the conversation by LTG 
Powell. LTG Russo added that he may have given the CIA an 
estimated cost of $6,000 per missile, which would have included 
all costs associated with the project, such as missile cost, 
transportation, security, warhead change, etc. He did not recall 
anyone from the CIA telling him the $6,000 priee was too high, 
and said at that time he didn't know who LTC North was. Also, no 
one told him that the NSC wae interested in getting the price 
lower. In explaining the price determination he said the Arny 
had a certain number of basie TOW nissiles with an AMDF price of 
$3,169 to which a MOIC had been added for $300 making the price 
$3,469. Ne said, "ZI knew $3,169. I know $300 for the MOIC which 
made it $3,469 and I don't ever remember another runber after 
that." Se referred to the Economy Act, AR 37-60 (table 2-1), and 
used een sense to arrive at a price of $3,469. "Mow, if the 
recorde reflect I vas that mistake." On 20 or 21 
January 1986 he advised (CIA) the price was 169. 
day or so later the ssue up and he advised 
he price would be $3,469. The Army told the CI at 
@ price would be, not the other way around. There vas no 
haggling and the CIA did not ask him if he could find a way to 
get the price to a lower level. He said the Army gave thes a 


priee and that ves a le to the CIA. He added that was when 
he believed seid, "Well, that keeps us inside the 25 
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11 en window." He added e vas not upset with 
the $300 price increase for the - He believed the source of 


funding to pay for the project was money appropriated by Congress 
for the CIA. He had ne contact with LTC North or other NSC 
representatives and did not know the NSC was involved. (Exhibits 
B-6, pp 3-7, 9-12, 20-21, 29-303 B-7; pp 2-4, 9, 13, 16, 22, 27- 
313 B-27, PP 2-3, 8-7, 10, 13, 15, 18, 21-24, 28-32, 34) 


(6) (8) LTG Burbules testified that he was under the 
impression the transfer was an FMS transaction with country "x". 
He did not know at the time that there was one price for FNS 
transactions and a different price for Economy Act sales. He 
said COL Lincoln, PM TOW, advised him that he believed the Tow 
price directed“ by ODCSLOG was excessively low because the 
replacement coet would be subetantially higher. COL Lincoln did 
not discuss with him a different missile stock number, condition 
codes, or AMDF pricee, nor did he mention that the requirezent 
had been elevated from bagic TOWs to 71A iseiles. He said, "TI 
was told by COL Lincoln the situation in general terms; that we 
were selling a TOW missile priced at about $3,000 but that to 
replace that miseile, that perfectly good tank killer, by current 
production missiles would be, you know, $8,900; substantially 
more than the old price. And I felt that we should charge the 
replacement value. And that's what I told LTG Russo. LTG Russo 
apparently decided otherwise. We were told by DA DCSLOG that 
would be the price that we charge and in my mind that was a 
Headquarters, Department of the Army decision and the matter was 
Closed." Hae did not advise LTG Ruseo that a modified ITOW would 
still be a basic TOW. He did not know the missiles were being 
transferred to the CIA. (Exhibit B-8, pp 3-9, p 11, pp 17-18, 
and p 21) 


(7) (8) MAJ Simpson testified that his initial 
knowledge of and involvement in the transaction was on Saturday, 
18 January 1986, when he was called to the office to meet with 
the DCSLOG. He did not discuse TOW missile pricing prior to that 
time, even on an exploratory or "what-if" basis. LTG Register 
told him approximately 4,000 basic TOWs were required right away 
and his (MAJ Simpeon's) task wae to determine if the mission 
could be supported. MAJ Simpson recalled being told by LTG 
Register that either the CSA or VCSA had said a minimum number of 
people were to be involved and minimal records vere to be kept. 
Mr. John Hill gave him a stock number for the basic TOW missile 
that Saturday rnorning (18 January 1986). Having the stock 
number, MAJ Simpson checked the January 1986 AMDF and determined 
a price of $3,169. He passed the stock number to COL Lincoln and 
by the end of the day COL Lincoln told him he could support the 
mission with the stock number MAJ Simpson had provided him at a 
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cost of $3,169 per missile. COL Lincoln caveated his response by 
saying that none of his professionals were available at the 


to ve the information he provided). On 20 January 
1986, (CIA) established the requirement that the 
Biseiles n Condition Code "A". MAJ Simpson was certain that 


he passed the change in the requirement to COL Lincoln or his 
Deputy, Mr. George Williame, "the minute I got it from the 
agency.” Subeequentiy, the price of $3,169 was determined to be 
inaccurate because that price was for a missile which was not in 
condition code "A". On 27 January 1986, Mr. Williams, Deputy PM 
TOW, told MAJ Simpson that to put the missiles in condition code 
A“, the installation of a MOIC was required. Mr. Williams 
quoted a price of $300 to install the MOIC. MAJ Simpson and COL 
Lincoln agreed that adding a MOIC to a basic TOW to bring it to 
condition code A“ would raise the total price to $3,469. When 
he was told of the need for a $300 price increase, it was he, not 
LTG Russo, who made the decision and advised the CIA Comptroller 
that the new price was $3,469. There was never an argument from 
the CIA that the price was too high. The Army advised the CIA of 
the price; the CIA confirmed the price; and there was no 
bartering. After the CIA was told of the increase to a price of 
$3,469, they were never given any other price. It was 
subsequently determined that not enough MOICs were available to 
make the conversion. The CIA was offered [TOWS instead, but 
refused them. Mr. Williams suggested converting (downgrading) 
ITOWs to complete the mission within the rezuired time but added 
that the ITOW was a more expensive missile and would cost the 
customer more. MAJ Simpson eaid he would not tell the DCSLOG 
more money was required and that someone in the PM TOW office 
would have to do so. Ne said it was easier for MICOM personnel 
to explain why they had not provided correct information than it 
was for him to do so. Ne added that he believed "they sure as 
hell could have done it right the first time." He speculated 
that his comment was what led to the conversation between LTG 
Russo and LTG Burbules. In late November 1986, MAJ Simpson met 
with COL Lincoln; they determined the $300 price for adding the 
MOIC was incorrect because it did not include a labor charge. 
Concerning the price of the missiles, he said the only persons in 
MICOM or the PM TOW Office that ha dsalt with were COL Lincoln, 
his Depu (Nr. George Williame), and Chris Leachman. He said he 
did not discuss 1 of the basic aissile with Mr. Leachman, 
but did discuss the incramental cost of adding the MOIC. Mr. 
Williams did not tell him that missiles with a NOIC had a. 
different NSN and he did not knew at the time that the AMOF 
listed a different stock number and price for a basic TOW with a 
MOIC installed. Additionally, Mr. Leachman did not tell hia 
there was a different NSN or a different AMDF price for a basic 
TOW with ore. MAJ Simpson added that he did not know the NSN 
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for the basic TOW differed from the NSN for the basic TOW vith 
wore until around Thanksgiving, 1986. Additionally, he did not 
know thet Anniston Army Depot had been installing MOICs on basic 
Tows since 1981 or 1982. MAJ Simpson was asked about the DD Form 
1348-1 he signed on 13 February 1986 for 1,000 BGM-"1A2 Tow 
missiles, NWSW 1410-01-139-1512, priced at $3,469 aach. He said 
thet while he was at Radstone Arsenal, Mr. Leachman gave him a 
blank form (DO Form 1348-1) and asked him to fill it out. MAJ 
Simpson provided everything on the top line of the form excapt 
the "Stock or Part Number." Explaining why he signed for 
missiles of a type and with an NSN other than what was requested, 
MAJ Simpson said he had not taken his notebook with him and did 
not have “the foggiest idea what stock number I was signing for 
that morning." Ne said he signed the raceipt at about 0130 or 
0200 in the morning. He denied having taken with him (from 
Washington to Redstone Arsenal) a draft DD Form 1348-1. prior to 
the first delivery of missiles to the CIA, COL Lincoln notified 
MAJ Simpson that the price was too low because the Army could not 
replace TOW missiles with ITOWs or TOW 2s for the price being 
charged. Me thought COL Lincoln said the price should be 
approximately $9,000. MAJ Simpson replied that the AMDF price 
wae the correct price to ba charged for en item no longer in 
production. In later testimony describing thet conversation, he 
said, "... we hed already reviewed that 186 and killed it with 
the regulation.” Me reported COL Lincoln's call to LTG Russo, 
who told him to get the lawyers involved because ha (LTG Russo) 
too thought the price was too low. At that time, or perhaps 
sooner, LTG Russo told him he thought the price was about $6,000. 
MAJ Simpson did not know where LTG Russo got that figure. He 
said LTG Russo studied AR 37-60 and told him that it was a 
terrible price ($3,469), but “we're fixed." He said that LTG 
Russo falt like COL Lincoln did and wasn't happy with the 
decision to charge $3,469. That was the last time he and LTG 
Russo discussed TOW missile pricing. He said he never vent back 
to the CIA for more money. In late May 1986 (after completion of 
the ITOW conversion), Mr. George Williams advised MAJ Simpson 
that an error had been made and missiles which had been converted 
(from 71C to 71Al) were still in Condition Code . MAJ Simpson 
replied, "...well, does thet affect, you know, we'd already had 
our second mission and the third one was unscheduled, there was 
no fixed date anymore for the third one, just that it was going 
to happen sometime in the year. And in my closing days, I said, 
well, George, I said, you'll have to bring that issue up when 
they get raady to do the third shipment, I said, because as far 
as I'm concerned, I said, I don't have any problem with you 
charging more for that. I said that was something you didn't 
know about and I said, to me, you know, we've asked them before 
on a third shipment, that's a naw, kind of a new project. And, 
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but ¢ there wasn't any fixed date or schedule, and in 
fa was getting ready to leave to go Overseas at 
the Gane tine, A he said, there may not even be a third 

ehi t, said that may be all that we've asked for.” (IG NOTE: 
During the conversion process, Anniston Army Depot queried the PM 
TOW office as to which missiles to use and were told by mr. Les 
Alkenberg that it didn't matter. As a result, Condition Code "N* 
BGM-71C missilas were pulled from stock for conversion to 71A). 
Five hundred of hase missiles were subsequently transferred to 
the CIA in the third shipment. The CIA has been advised of their 
Condition Code "N" status. The remainder are on hold at Anniston 
Aray Depot. (Exhibits O; AD)) When asked if he believed LTG 
Russo had enough information available to make the right pricing 
decisions, MAJ Simpson said that LTG Russe relied on him for 
information and that he (MAJ Simpson) did not have enough 
information. He added that if there was a pricing error, he 
believed that he and MICOM were jointly responsible. Ne eaid 
that in retrospect, he believed the price should have been such 
higher than what was charged. (Exhibits D-, pp 20-24, 27, 29, 
31-38, 40, 42-45, 47-48, 30-33, 68-69, C-58, C-59, C-78, C-81-83, 


8) (S) MAJ Edvard Frothingham, Legal advisor 
from approxinately September 
1984 to Mar „ vest s initial involvement in the 


missile sale was when MAJ Simpson asked him to meet with LTG 
Russo concerning the setablishment of a reimbursezent figure for 
the TOW missiles. He did not know the ultimate dsetination of 
the missiles but did know they vere 3 transferred to the CIA 
under the Economy Act. At the meeting with LTG Russo, two prices 
were discussed, the replacement cost versus the procurement cost 
plus modification and ehipping. He seid MAJ Simpson vas also at 
the meeting with LTG Russo when ha (MAJ Frothingharm) initially 
advised th: the Aray should charge a price sufficient to restore 
our stock of sissilss. Se recalled that price being 
1 $8,000. Se did not recall being advised that there 
vas a specific price for a missile with a NOIC. Had he been told 
there vas an ANDP price for a basic TOW with MOIC, he would have 
advised to charge that praca: He said that LTG Russo's reaction 
was that charging the higher price would not be fair to the CIA 
Sinco the Aray would be receiving more than the cost of the basic 
TOW plus modification and shipping costs. There vas discussion 
of reducing the cost “te be mere in line with the lack of - 
desirability of the item or the depreciation, if you will, of the 
ites." Tha end rasult was that the Army would charge whatever it 
cost for the basic TOW plus the cost of modification. He 
remembered it to be approximately $3,500 per missile. He did not 
make an extensive review or take notes because he thought ODCSLOG 
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would come to him for a final review. He advised his boss, coL 
McDonald, of what he had done and had no more thoughts of the 
matter until he read of it in the newspaper. (Exhibit B-10, pp 
S-8, 10) 


(9) (8) COL Lincoln, PM TOW, said that during one of 
the very first contacts he, or perhaps someone in his office had 
with ODCSLOG, MAJ Simpson stated the need for BGM-71A Tow 
missiles and said he had personally looked up the price of the 
missiles and determined the AMDF price to be $3,169. The PM TOW 
office confirmed that MAJ Simpson had determined the correct 
price tor a BGM-71A. COL Lincoln did not know the missiles were 
for the CIA. When the requirement was added that missiles be in 
Condition Code "A", MAJ Simpson was advised that a MOIC aust be 
installed. MAJ Simpeon asked what that cost would be and was 
told “about $300." MAJ Simpson said, "I guess we will add $300 
to the price that we have already come up with, adding $300 to 
$3,169, and that will be the price." COL Lincoln said that he 
was not involved, but “there appeared to be agreement by both 
parties that was proper. And 6o, we arrived at the price of 
$3,469 as the proper price." When asked why the price was not 
set at $8,435, he said, "Because after the initial look-up it was 
determined that we were only adding this three hundrad dollar 
itan to the aiseile that was reflected as thirty-one sixty-nine, 
so the proper pricing change would be simply to add the three 
hundrad dollars to the price we had already looked up." COL 
Lincoln did not know of anyone in his office who advised the 
DCSLOG point of contact (MAJ Simpson) that there was a different 
NSN for a basic missile with a MOIC. COL Lincoln only becane 
aware of the NSN difference in the last few veeks (November- 
December 1986). At some later tima, after MAJ Simpson added the 
requirement that all missiles sust be in Condition Code "A", he 
(MAJ Simpson) was told by someone in the PM TOW office that 
“adequate stocks vere not available” and a missile with a MOIC 
installed and with "a different model number" was required. (IG 
NOTE: At the time the requirezen ion Code A* 
missiles became known, there BGM-71A2 missiles on 
hand. There vere approximatel hand, an 
insufficient number to modify eno 71A missiles, converting 
them to 71A2 missiles. These two facts are apparently what COL 
Lincoln meant "adequate stocks vere not available." The 
"different model number" he referred to was apparently the 71A1 
miseiles to be “produced” by converting or downgrading the 71C 
ITOW miseiles.) COL Lincoln testified that upon discovering that 
insufficient MOICs were on hand to meet the customer'a needs, 
ITOWs were offered but rejected. The decision was then sade to 
modify ITOWs (converting 71Cs to 71Als) to accomplieh the 
mission. When told that there was evidence that MAJ Simpson had 
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said the CIA would have paid anything that was asked if good 
reason were given, COL Lincoln said he went to a general officer 
(not further identified; probably LTG Burbules) and tried to make 
a case with him for charging a higher price, and fa‘led. Me also 
said Mr. George Williama made enough of a point to get MAJ 
Simpeon to go to the General Counsel to inquire about the price 
and word came back that the price would stay like it was. on two 
other occasions in his testimony, COL Lincoln made reference to 
hearing that the Arsy General Counsel rejected PM TOW arguments 
for a higher price. Ne said, “we started with a certain price, 
we became semi-locked into that price, and we did make these 
other attempts to 5 the price, which were not adequate." ne 
further testified he did not recall hearing of a price of $8,435 
during the time the transactions were taking place. Ne said both 
he and his Deputy, Nr. Williams, believed the price charged was 
drastically low from the point of view of buying TOW 2s as 
replacements. They made that point with LTG Burbules, and COL 
Lincoln was in the room when LTG Burbules talked to LTG Russo. 
Ne said LTG Burbules made the point that the price was too low, 
but the argument was rejected by LTG Russo. In summarizing his 
testimony about pricing missiles for the transaction, he said it 
was agreed upon by both parties that $3,169 was an appropriate 
price for a basic TOW, .. . and then with the new condition of a 
MOIC, simply adding three hundred dollars made sense to both 
parties. One or both parties perhaps should have had the 
foresight or the training to say maybe a different price applies, 
AMDF price specifically, but at least during the critical 
deliberations, to my knowledge, that didn't go through anybody's 
mind. Maybe it did someone later, maybe some of the other 
individuals involved can state that, yes, they in fact did that. 
I don't have any direct knowledge that someone was triggerad to 
think that we now have a different price, a different AMDF prics, 
and we need to go look it up or change the price." (Exhibits B- 
22, pp 4-5, 7, 9-15, 21-22, 35-39, 433 0) 


(10y (U) Mr. George G. Williams, former Deputy PM TOW, 
tastified that the original mission from ODCSLOG, which was 
passed to COL Lincoln, called for the basic, 3,000 meter TOW 
piseile with a 3 inch warhead. When ODCSLOG was told the only 
way the sission could be accomplished was with Condition Code N 
nissiles, the est was modified to add the requirezent that 
the missiles be in Condition Code "A". He was aware by the 
second week into the mission that it would be necessary to 
provide missiles with a MOIC installed. At the time the initial 
transactions vere taking place, he did not know that a basic TOW 
and a basic TOW with a MOIC installed had a different NSN. He 
learned about the different NSN sometime after the first shipment 
but did not tell MAJ Simpson there was a different NSN. At the 
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time of the transaction, he was not aware of the $8,435 price and 
did not know until recently that there was a different price. 

The price for the basic TOW without a MOIC had been established 
at $3,169. The PM TOW office stated the price of the MOIC was 
$300, based on what they were paying for it plus an estimate for 
the cost of installation. He believed the price of $3,469 was 
set by the people in ODCSLOG by adding $300 to the cost of a 
basic TOW. Mr. Williems said that all of his conversations with 
MAJ Simpson were directed at obtaining a price which would 
replace the missiles being transferred with TOW 2 missiles. He 
said MAJ Simpson conferred with DA legal counsel (not further 
identified) and subsequently adviaed hia that the $3,169 was 
legal. He added that he “had the impression all through this 
whole deal that the customer had been told a price, and we 
weren't going to vary a whole hell of a lot different than that. 
Now that is my personal opinion of the whole thing.” Mr. 
Williams did not learn of the mix up on Condition Code "N" versus 
"A" during the conversion of ITOWs until approximataly one month 
after it was done. (Exhibit B-12, pp 4-8, 7-10, 15-16, 30-31, 
39) 


(11) (U) Mr. Chris J. Leachman, Jr. former Logistics 
Management Specialist and current Acting Ceputy PM TOW, testified 
that his initial involvement was when he was called one Sunday 
(probably 19 January 1986) by COL Lincoln and told to check 
pricing and availability on some TOW missiles when he went to 
work the following day. He believed COL Lincoln mentionad a 
price of $3,169 for a basic TOW missile in his telephone call but 
he knew that amount would not purchase TOW 2s as replacenents. 

He did not think the requestor Gnderstood at the tima the 
difference between Condition Codes "A" and "N". He knew there 
was a different NSN for a basic TOW and a TOW with MOIC installed 
but didn't know if ha made anyone aware of the difference. He 
said if the PM and his Deputy didn't know there were different 
NSNs for the two missiles, it was probably his fault for not 
telling them. In 3 whether or not the PM TOW pricing 
experts were involved in pricing this transaction, he said, "I 
believe the price was determined by the people in DCSLOG telling 
us it was thirty-one sixty-nine. We said, no. We told thea 
what it was really worth, and they seid, ‘Well, what is the MOIC 
worth?! We told them about three hundred dollars, and they came 
up with thirty-four sixty-nine and I think it was a dictated 
price." When asked if anyone in ODCSLOG was notified of the 

N $8,435 price, he said, "I don't remember the conversation, but I 
believe we did. I believe that they had access to the AMDF 
price, the same, well, I know they had access to the AMDF price, 
they came up with the first thirty-one sixty-nine. Once it was 
decided that we were going with missiles with MOICs on them they 
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also knew what that stock number was, 1512; they had access to 
the same AMDF that I had. The prices were there in January of 
‘e6." He further testified that MAJ Simpson had the stock number 
for the basic TOW with MOIC 71A2, saying, "I know that he had the 
stock number when he came down here to pick them up. He knew 
what-- he-- I didn't keep it, but he had a handwritten copy of a 
1348 with stock number and everything on it. I have no evidence 
of that because we threw it away. We took it and typed it." He 
added that it was the correct stock number for the missiles which 
wers delivered. Mr. Leachman knew the ITOW had a different NSN 
and price. When it became necessary to modify the ITOWs, they 
did not bring up price again because it was considered to be a 
moot issue. Me did not know the ultimate destination of the 
missiles. Me added that he honestly believed the price for the 
missiles had been dictated to them by ODCSLOG. When told there 
was evidence that the PM TOW office failed to provide any good 
arguments to increase the price and failed to tell him there wae 
a different NSN and ANDP after the first day, he replied, 
5 untrue." (Exhibit B-13, pp 6-9, 11, 13°17, 24-25, 

9 = . 


(12) (U) Tre Larry W. Armbright, Logistics Support 
Coordinator, ODCSLOG, stated that he only recently learned that a 
besic missile with a MOIC had a different NSH than a basic 
missile without a MOIC. Ne didn't know there was a different 
price for a missile with a MOIC installed. In May 1986 he did 
not know there was a model number other than 71A2 involved. 
While accepting the third shipment in November 1986 he noticed 
the model and NSN were different from the May shipment. Ne was 
told by Mr. Collier (Mr George E. Collier, PM TOW Office) that 
addition of the MOIC changed the model number. Ne only recently 
learned thet ITOWe were downgraded to eatisfy the total 
requirement. Ne did net discuse pricing with LTG Russo or MAJ 
Yrothingham nor did he know of any discussions about keeping the 
price down. When asked if he know before 17 November 1986 if COL 
Lincoln hed ehalleaged the TOW missile priee, he referenced a 14 
May 1986 discuesion and replied as follows. "It seems to me -- 
ehalleaged I don't think is the right word -- as I recall when I, 
end I hadn't £ of this until just now but, as I reeall, 
when I was there in May, COL Lincoln and Mr. Leachmen and I had 
a ~- that's the firet I had met thes, so we were sitting there 
talking, and, wh, a question came up on, wh, that were -- a 
etatement to the effect they were unhappy with the priee. . But 
that was because that was the price in the br, because they 
hadn't changed the ANDP and they vere stuck with the AMD? price. 
Te waen't that they vere 3 scaething different. It wasn't 
that there had been modifications made, models, stock numbers, 
nome of that came up. It was only, we've got an error in the 


within: Sa it 


698 


a ae “SED 
oe. 4 D 


3 
SEGRE - SPECIAL ACCESS REQUIRED 1 
DAIG-I0 

SUBJECT: Final Report of Investigation... (U) 


AMDF and the AMDF price is what we have to live with ‘cause 
that's ..... and we're taking steps to: correct the AMDF. Uh, 30 
that may counter everything I told you earlier, but I hadn't 
thought of that conversation. They didn't really challenge the 
price. That was just a “we're unhappy. but we've screwed up; we 
didn't update the AMDF and we're going to have to do that." He 
said there was no discussion that the AMDF price for the missile 
being shipped was actually nuch higher than what was being 
charged. (Exhibit B-14, pp 1-4) 


(13) (U) Mr. Collier testified that hs and Mr. Leachman 
talked about the fact that $3,169 was too low a price for the 
ITOW. There was a marked difference between the AMDF price for 
an ITOW and the price being charged for a converted ITow. 
(Exhibit 3-13, p 22) 


(14) (U) Me. Billy R. Bentley, Chief, Program 
Managenent Office, PM TOW Office, testified that his office was 
responsible for pricing TOW missiles. His office was not 
involved at the outset in the establishment of a correct aissile 
price. He attended a meeting at HQ MICOM along with Mr. 
Leachman, Mr. Williams, a CIA representative, and MAJ Simpson. 
It was his impression that MAJ Simpson was :nforming then what 
the price of the missilee would be. It was Mr. Bentley's 
understanding that the price had already been determined to be 
$3,469 ($3,169 plus $300). (Exhibit B-16, pp 3, 7-8, 13) 


Directorate 8 rations, A, tes ry is 


nitiel involvement in the aras transfer was on 18 January (1986) 
at a meeting in the Whita House where he met with Admiral 
Poindexter, LTC North, and two other CIA representatives. He was 
shown the Presidential Finding which authorized the sale of 


military equipment to Iran to su building a strategic 
relationship with Iran. was to be the CIA contact 
for LTC North and was to up istice and finance sechanisna 


by which money could be transferred into an account controlled by 

the CIA and subsequently turned over to DOD in payment for 

American weapons that would come out of DOD stocks. A few days 

later LTC North told him to contact LTG Powell for instructions. 

LTC North said he would arrange to have Mr. Weinberger or Mr. 

Taft informed of the CIA financial and logistical mechanism and 
a 


woul 11 weapons to the CIA. As instructed by LTG 
Powell contact Russo. They discussed the sale 
of TOW miselles an said the initial discussion may 
not have specified the figure 4,508 because the number varied 


from 4,500 to 4,506 and finally eettled at 4,508. The first sale 
was to be 1,000 TOWs. Ne testified that on 22 January 1986 LTG 
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Russo gave him a price figure of $6,000 per missile. — 
eaid he had some experience with pricing and different military 
Sales figures so he asked LTG Russo what that figure represented. 
Although not certain of LTG Russo's specific response. he 
recalled it was “the current replacement value for the Tow." He 
eaid LTC North had told him it was not important to give the 
Iranians the moet recent ToWs. He further testified that LTC 
North said, "What the Army ought to do is try and find the oldest 
batch in the warehouse anywhere in the country and use those.” 
Speaking of the guidance he got from LTC North, he said we didn't 
care if a couple of them didn't go off, adding that this was not 
the usual kind of FMS sale vhere we're terribly concerned about 
U. 8. bona fides or giving good weapons. He dimly recalled that 
when he told LTC North the $6,000 figure, LTC North said 
something like, "that's too nuch“ or "that can't be the right 
figure." He caid he seened to remenber that he called LTG Russo 
two or three times about pricing and dimly recalled one 
conversation in which he told LTG Russo that LTC North thought 
the $6,000 price was too high because “we weren't buying current 
model O. He did not remember receiving a price figure from 
LTC North that he was to pass to LTG Russo. He recalled LTG 
Russo's response to be that he would have another look at those 
figures and that he would have to seek guidance on... what the 
cost would be in the project.” His discussions with LTG Russo 
were an attempt to got the price lower based on the fact that LTC 
North had told him the $6,000 figure was too high. He said that 
in retrospect one could wonder if the attempt to get a lower 
price had anything to do with Contra funding, but at that point 
there was no hint to him that there was anything suspicious in 
the fact that LTC Worth thought ve ought to be buyi 
nisse and that he thought the price was too high. 
said the money for payment was coming froa Iran 
internediariee and the CIA wented to ensure that both 
CIA did net lose money and that the CIA didn't profit. 
. said the price did not change directly from $6, to 
,400. Rather, he said, LTG Russo montioned several other 
figures in betveen. The price never went above $6,000. He said 
hie comment on the intermediate prices vas based on fuzzy“ 


recollection and TEE s Placed on his 
coument. testified tha (CIA) and MAJ 
Sinpeon ually case up with the price between $3,000 and 


$3,400. On 27 January 19866, LTG Russo told him the 
$2,469. Me passed the price to LTC North. He sai 
reported to him at one point that the Arny was “hav errible 
out which prices to charge” and he remenbered that 


told him that NAJ Simpson him at one poin 
ce was $4,800 or $4,400. added tha 
had one or two conversations with LTG Russo and then he 
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—— . MAJ Simpson “started going crazy together, 
ery day for two weeks...until ey got that figure settled on.* 
He did not recall what type or model number of TOW was requested, 
other than a basic TOW. He did not know what the terms Cond on 
Code A“ or "N" or MOIC meant and did not renembe 
scussi ose terms with him. Once a price was deternined, 
aseed that to LTC North along with instructions on 
O depoeit the money in, what account r to use, 
and the total amount of funding required. said he 
had no indication that anyone in the Army knew of the final 
destination of the miseiles. (Exhibits B-22, pp 2-10, 14, 15, 
17, 19; B-32, p 18; B-34, p l) 


(16) (ele, .. 
CIA, testified that at 730 on 17 January 1986 he attended 
a meeting at the CIA headquarters concerni the £ 
approximately 4,508 TOW a Iran. e a 
HARIR e and tvo other enployees 
° e 
but it wa 


were present. group there was confusion in 


the Army on the price s thought to be approximately 
$6,000 per missile. 0 was associated with the 
pricing uncertainty. was sent zo the Pentagon that 
evening to visit LTG 80 ern ic version of 


ine the 8 
the TOW to be provided and the price. . he would 
11 LTG eo to arrange the neeting L was expecting 
6 his arrival the evening of 17 January 1986 (IG 
3 er investigation revealed that the meeting with LTG 
Russo probably took place on 24 January 1986). LTG Russo told 
him there had been confusion on the price and that further 
research showed the higher price had been based on a later 
version of the TOW. The miseile being provided would cost 
approximately $3,400 plus ancillary costs such as packi 
crating, transportation, and a modification tha 
thought involved improvements to the guidance systen. @ said 
that LTG Russo requested at the 17 January 1986 meeting that the 
CIA sign for tha missiles at tha point of transfer and once the 
missiles were under CIA control, that they accomplish ai 
exte eanitising such as the removal of lot numbers- BAM 
wae of the opinion that some background work ha en 
prior to his 17 January 1986 meeting with LTG Russo. l 
Othervise, he said, it would not be likely that LTG Russo vould 
have been able to quote TOW missile prices. He and LTG Russo did 
not discuss condition to establish that the missiles 
would be servicesdie. a eae they would be 
Condition Code "A" because normal procedure in obtaining 
ordnance from the Army. Within a week of meeting with LTG Russo 
the price had been pinned down to $3,469 plus the add-ons and 
Tro modification. When asked why a written request was not 
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presented to the Arny, said norms! requisition 
procedures vere not fo because of the sensitivity of the 
project. It was a CIA decision to handle the project by word of 
mouth, except for the fund certification document. a 

he did not discuss NSNs in any of his Army dealings. 
said there was no reason for him to believe LTG Russo 
‘Simpson was under any pressure to establieh a lower price or to 
keep the price low. To his knowledge, no one within the Aray 
knew that the ultimate destination was fran. He recalled no 
arguments or debates concerning the price increase due to 
changing from Condition Cede "N" to "A" nor did he remember 
indicating Mr. Casey would have to obtain more money to pay the 
increased amount. He added that he may have mads such a 
statement because he served as the messenger relaying financial 
information between the CIA and the . With respect to 
pricing, he said there vere no negotiations; he argued with MAJ 
Simpson on pecking and crating charges, but the Army set the l 
prices. (Exhibit B-26, pp 6-13, 17-19, 22, 29, 30, 37, 41, 49, 
31, 56, 58, 64, 82, 83, 86, 87, 91) 


testified that at the t money was made ava Ie 
O pey the » he did not know the source of the funds but he 
was aseured that they were not funds appropriated by Congress. 
He was not aware that there was a price change from $3,169 to 
$3,469 but knew of the modification cost associated with the May 
1966 transaction. We did not recall telling anyone that Mr. 


Casey would have to obtain more money from the White House or 
from the Cabinet. (Exhibit B-23, pp 20-22, 25) 


(18) (8/ORCON 
,» tee that 


he a 8 es a 8 1966. Prior to that 
time, he had no knowledge of the trensfer of Arny aras to Iren. 
His duty was to serve as a facilitator between the CIA and 
outside agenciee, specifically the NSC. He had no direct 
dealings with anyone in DOD. The price of $3,469 per missile had 
been set before he assumed his duties. In September or October 
1986 a message vas passed to him from LTC Armbright, through a 
CIA employea, that future TOW missiles beyond the original 4,508 


would cost in the range of $6,000 te $7,000 to $8,00 

informed no one of the potential for future change. 

said he knew of no pressure to establish a low price ne T 
(19) (8) LTG Russo and MAJ Sinpeon, the key ODCSLOG 


playere and HQDA points of contact in the transaction, knew the 
transfer of arms to the CIA was to be accomplished pursuant to 
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the Economy Act. LTG Burbules and COL Lincoln, key MICOM players 
with respect to miseile pricing, did net know the sale wae an 
Economy Act transfer. Further, LTG Burbules believed it was an 
FMS transaction. Paragraph 1-3, AR 37-60, stated chat sales to 
PMS customers vould be at the replacement or standard price, 
whichever was higher. (Exhibits B-6, pp 10, 221 58-7, pp 2, 19; 
B-8, pp 9, 11, 21: B-9, p 41; Bell, pp 17, 41; C) 


(20) (8) The following individuals were interviewed but 
provided no significant informastion concerning the pricing of Tow 
missiles for transfer to ths CIA: 


(a) GEN John A. Wickham, Jr. (Exhibit B-3) 
(b) Mr. Richard L. Armitage, Exec Level IV (Exhibit B-17) 
(e) VADM Donald 8. Jones (Exhibit B-18) 
(d) MG William K. Suter (Exhibit B-19) 
(e) Mr. David C. Rosenthal, 68-13 (Exhibit B-20) 
(£) Nr. John C. Coward, G8-11 (Exhibit B-21) 
(g) Mr. Thomas A. Williford, 68-12 (Exhibit B-23) 
(A) Two CIA enployess (Exhibits B-31, B-33) 


b. (8) Discussion: The only pricing guidance passed to the 
Arny by LTG Powell was that the arms trans‘er to the CIA was to 
be accomplished under the Economy Act and that the Army was to 
recover the cost of the missiles and services. The investigation 
surfaced no guidance to keep the price low or to establish any 
specific price. When LTG Powell tasked the Army, the missile to 
be provided was described only as a "basic TOW" or “vanilla TOW" 
missile. The tasking was passed orally and no model number vas 
included. Upen receipt of the mission, LTG Register tasked MAJ 
Simpeon to determine TOW pricing and availability data. MAJ 
Simpson got the NSN froma Mr. Will and determined the AMDF price 
of the "basic 10 missile to be $3,169. He passed the NSN to 
COL Lincoln and by the end of tha first day, COL Lincoln had 
confirmed the price in the AMDF and advised MAJ Simpson that he 
could support the mission with missiles of the NSN specified at a 
cost of esile. On 20 or 21 January 19866, LTG Russo 
advised CIA, that the price per missile would be 
$3,169. Later first week, it was determined that the 
price quoted was for Condition Code "N" missiles and that the CIA 
needed Condition Code "A" miesiles. It is not cl who mad 
request or even if there was a specific request, 
requests a lways for serviceable ammunition, which to the CIA 
The PM Tow office advised that installation of a 

was red to convert the missiles to Condition Code A“. 
Approximetely $300 was established by the PM TOW office as the 
cost of purchasing and installing the MOIC. After discussions 
between ODCSLOG and the PM Tow offi the adjusted price for the 
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missiles was set at $3,469. Both Mr. Leachman and Mr. Bentley 
believed that PM TOW pricing experts vere not utilized during the 
establishment of a correct TOW price. The CIA was told of the 
revised price and offered no objection. LTG Russo did not know 

the addition of a MOIC to ths 71A model converted it to a 712 

model and he did not know there was a price difference except for 
the $300 modification charge. Neither COL Lincoln, MAJ Simpson, 

nor Mr. Williams knew there was a difference in MSN or price, 

except for the $300 modification charge, between a basic Tow with 

a MOIC installed and one without a MOIC. A potential $6,000 

price was apparently provided to the CIA by the Aray early on, 

but ve f no evi @ it was used in the final computation. 
Althoug recalled he told LTG Russo a price of $6,000 
seened too high, neither LTG Russo nor MAJ Simpson reported any 
haggling over price by the CIA. Even if the CIA did relay a 
concern that the $6,000 figure was too high, there is no evidence 
that the comment had any impact on the final price. The price 

was simply extracted from the AMDF for the basic missiles the 

Army thought they were providing and the cost of the MOIC 
modification was added to it. It is clear that the Army, not the 8 
CIA, established the price. A short time after the CIA was told 

ef the price increase to $3,469, it was determined there were not 
enough MOIC devices available to convert the required number of 
missiles in the time allotted. The decision was made to 

downgrade ITOWs, converting them from 71Cs to 71Als. Nr. 

Williams told MAJ Simpson the 71C was a more expensive missile 

and the customer should be charged more money. NAJ Simpson 

refused to tell the DCSLOG of the price increase and told Mr. 
Williams that someone from the PN TOW office would have to 

explain the increase to the DCSLOG, adding that it would be 

easier for them to explain vhy had not provided correct 
information. Me speculated that his comment led to the 
conversation between LTG Russo and LTG Burbules. However, LTG 
Burbules believed it was an FMS transaction and made the arguzent 
that the Army should charge replacement cost. LTG Russo's 
contention was that the Army was still sslling the CIA a basic 

Tow with e NOIC and it did net make sense to charge more than 
$3,469. Mpgejected LTG Burbules' argument and the CIA was not 
asked to pay a higher price. Nr. Leachman said MAJ Simpson knew 
the correct NSN, but NAJ 8 on denied it, and no one could 
epecifically remember providing hia with the NSN. Concerning LTG 
Povell's comment that LTG Russo said, “There's a way to do this 
and the cost will come in lower," the investigators found no 
supporting evidence. LTG Russo recallad telling LTG Powell of 
the $3,169 end $3,469 pricee and also that he may have told hin 
the price could go as high as $6,000. Me alee may 

Powell of MICOMs PEA concerns. LTG Powell and 

both indicated price fluctuations but LTG Russo Simpson 
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could not recall any prices providad to LTG Powell or the CIA 
except the initial $6,000 and later $3,169 and $3,469. Although 
mistakes were made, they appeared to be honest mistakes. None of 
the evidence indicated intentional underpricing on che part of 
any Aray individual. 8 


(e) (U) Conclusions: 


(1) (U) The price for a baeic Tow in Condition Code 
“A” was determined by adding the estimated cost of an installed 
MOIC, $300, to the AMDF pries of the basic (BGM-71A) TOW, $3,169. 
The revised price, $3,469, was erroneously usad for all missiles 
wold to the CIA. The correct price for the BGM-71Al (downgraded 
from a BGM-71C) was not changed for the last 500 missiles sold. 
The errors made by Army personnel resulted from honest mistakes. 
Contributing factors were: 


(a) (U) The lack of a written document specifically 
identifying the aissile being requested. 


(b) (U) Failure of MICOM personnel to understand that 
the transaction was being accomplished under the Economy Act and 
that replacement prices were not to be charged. 


(c) (U) Incomplete knowledge of the NSNs and standard 
prices for the missiles supplied. 


(d) (U) Failure to fully utilise technical parsonnel 
in the pricing process. 


(2) (U) There was no evidence that anyone 
intentionally establiehed an incorrect TOW missile price. 


9. (8) sue 8 To what extent were external pressures a 
factor in charg the CIA an incorrect price? 


a. (8) Evidence: 


(2) (8) Nr. Richard L. Armitage, Assistant Secretary 
of Defense (International Security Affairs)(ASD(ISA)) said he was 
informed in lato January by LTG Powell that he (Powell) had been 
given instructions by the Secretary of. Defense to have the Arny 
move weapons to the CIA. He was subsequently told by LTG Powell, 
end by the Secretary of Defense, that “the instructions were 
Economy Act and don't lose soney." Mr. Armitage testified there 
was no preesure by him to keep the price down and he didn't know 
of any such pressure. However, he was told by a Senate Select 
Committee on Intelligence (SSCI) staff member chat . there may 
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have been a conversation that Ollie North had with one of the 
Army fsllowe involved." (Exhibit B-17, pp 4, 6, 10, 14) 


(2) ($) LTG Powell stated that in datersmining the 
price, “They (the Army) were under no pressure from the Office of 
the Secretary of Defense or anybody in the Department of 
Defense,...no pressure came from us to do anything but charge the 
price that was the correct price..." Me also caid that he vas 
net aware of any pressure by the CIA to avoid price changes. 

When asked if anyone tried to influence him to get the price 
lower, LTG Powell ansvered "No. There vas intersst in what the 
price should bo end thers was interest in getting the price 
lower." LTG Powell did not indicats he felt under pressure 
external to DOD but he stated he had discussions on cost with 
Admiral Poindexter and poesibly LTC Morth and thet "there vas an 
issue early on as to how much the missiles were going to 
coet...how much was available to buy missiles and how many 
missiles the people they were negotiating with wanted...Iran had, 
obviously, TOWs to begin with; they had some feel for how much a 
Tow cost." Ne also said "I'm sure that...General Russo was also 
receiving inquiries as to how to T the price at a lower level, 
if possible, by perhaps the same interlocutors or probably 
through the CIA.” LTG Powell said that in the beginning everyone 
(to include the NSC) had the impression that TOWs coet around 
$4,000, and they were questioning the 810, coo figure mentioned 
later. When the price got down into the $4,000 range, it was 
“down where ny interlocuters in the NSC had told me all along it 
ought to be.” With respect to the discussions LTG Powell had 
with the NSC, he believed "the context in which we were answering 
questions and giving guidance to General Russo had nothing to do 
with trying to get the cost es low in order to get as much of the 
aveilable money for some other nefarious purpose.” (Exhibits B- 
i, PP 7-9) B-24, PP 3, 4, 6) 


(3> (8) LIG Russo stated *...nobody pressured ne to 
keep the cost deen. He testified that LTG Powell said, "The 
Army was to--you know--retain their poeture in terms of cost..." 
with respect to prices quoted to the CIA, he said that the CIA 
did net set or suggest the price and that, "There would have been 
nothing that would have precluded us froa 7 back to the 
agency and telling them that the price is incorrect." LTG Russo 


said he did not talk to LTC North or Admiral ndexter_or anyone 
else on the NSC. He added that when he of the 
$300 increase for the MOIC, he thought said, 

. ell, that keeps us inside the $25,000,000 window," and 


stated there were no discussions on how high the dollar price 
was. With regard to pressuree outside DOD or the CIA, LTG Russo 
stated *...Powell never, to my recollection, never mentioned the 
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NSC or the White House." When asked about pricing pressure by 
LTC North on the Aray he Teplied, “He may have, but I don't know 
who he would have been talking to." (Exhibits B-6, PP 22, 32, 
373 B-7, pp 9, 13-16) 


(4) (8) With respect to pressure put on hia in 
pricing, MAJ Simpson steted that no one ever pressured hia to 
establieh a certain price end no one ever told him to lower the 
price. He eaid he did not negotiates with the CIA or anyone to 
establish a price. When asked if he felt pressured by tha cra to 
keep the price down, he said "No, the only thing is when 
the...$300 was added, you know, we started with $3,169 and when T 
went back to get the $300 (for the MOIC) that ves a big fight.” 
He vas told the boss, “and I know he meant Kr. Casey," would have 

tha 


price increase vould be ve embarrassing because h 
already committed itself to a price. He also said 
from the CIA said someone from the NSC wae intimate iv 
and since it was that level of people, “both he and the 
Comptroller vere concerned about things bei-g correct and 
straight." MAJ Simpson then learned from H: com at least a week 
into the transaction (on approximately 27 January 1986) that to 
satisfy the entire 4,508 requirement, some ITOWs would have to be 
converted into basic Tous because NOICS could net be provided in 
a timely manner. The Deputy PM, Nr. Williams, said that it was a 
different prised missile with a significantly higher price and 
that, "the customer is going to have to pey nore.” MAJ Simpson 
responded that "if somebody is go to tell the DCSLOG that ve 
need more money new, again, yet again. ..then you guys are going 
DCSLOG and tell them you need nore Boney and 
tell thes (sic) you sereved oo that's your 5 right now as 
° MA 8 said he did net inform LTG 
Russo of this now pricing problem himself. He told NICON that if 
wee 
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Simpson said he never talked to LTC North, Admiral Poindexter or 
anyone froa the NSC or the mite House. (Exhibit B-9, pp 15, 29, 
30, 30, 31, 62, 64, 68, 91, 97, 114) 


(S) (U) LTG Burbdules, NICON commander at the tiana of 


DCLSOG 

would take it under advisoment. LTG Burbules “was later informed 
that the decision had been mede and the lower price vould be the 
price that would be used." This call could not be spacifically 
related to the concern by the Deputy PN TOW that the converted 
Trou should cost more, however. LTG Burbulee said, "We were 
being told the price. I objected to that price. DA overruled ay 
objection. I saluted and moved up (sic) and didn't fight the 
issue any more.” LTG Burbules did not got the impression chat 
LTG Russo was under pressure. We also stated he did not have any 
conversations with anyone outside the Army on this subject. 
(Exhibit B-8, pp 3, 21, 23) 


(6) (8) COL Lincoln, PM Tow, said ha did not talk to 
anyone fron the White Nouse, NSC, or CIA. With respect to 
discussions with HQDA, he said, "I recall...that there was an 
iapression given (from HQDA to the TOW Project Office) that the 
customer had boen told about this price and we had better not 
change it." He also said, "Because of the highly unusual nature 
of this mission, I think that inhibited all of us fron parhaps 
raising more substantive issues about the price. Porhaps not 
that strong, but 1— 1 vaguely recall that such an impression was 
given to myself and some of the other pg toy that we more or 
lass had a--we had determined a price the beginning, within 
the first week or two there, and because of tho highly unusual 
nature of this mission I think that inhibited all of us fron 
perhape raising more substantial issues about this price. For 
example, if 1 wes told thet ve would get sero for these snissiles 
I probably wouldn't have questioned it, the whole deal vas so 
unusual. So there vwere--we were all to some degree inhibited 
about going our normal procedures, net only in the 
pricing area but all areas hav to do with this sission, 
because it vas eo unusual, in that it was all done by 
calle. That certainly inhibited se throughout this whole 
affair." Although he raised his concerns with LTG Burbules that 
the price of $3,469 was too low because the Arny could not- 

lace the basic TOW with a current version for that price, he 
said that the mejor point was not thet the cerrect AND? price was 
different. leer, he thinks it would not have sade any 
difference to Dona if they had come up with a different NSN or 
ANDP price because “we became seni-locked into that price.” 
(Exhibit B-11, pp 6, 18, 22, 38, 36) : 
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CIA, provided the follow oration. 
dimly recall one conversation in which 1 to 
ck that North thought that original cost figure of $6,000 
was too high because we weren't buying current model 1. He 
added that LTC No sa e vas going to do some investigation 
on his side but he did not know who LTC North 

any direct bearing on the fina) cost. 


lked to or whe @ 
eaid he told LTG Russo that the f gure was too high. 
Russo responded that he would have another look at the 


figures and that he would guidanes on what the cost 
would be in the project lso said price vas not 
terribl rt te the CIA as 1 as they broke even ond got 
paid. was asked whether or not he th © there vere 


negot n the and the CIA and he said no, that. 
the Army told the CIA the price. He said ne one in the Aray gave 
him any indication they vers trying to hold the price down to a 
certain figure or a lower figure, but "I think the question cane 
up whether this was the actual replacement cost of the sissile. 
It was ny understand at the besic Tow was no longer in 
production." Saini curener said he did not believe for any 
reason that they vers er any pressure to keep the price down 
or get the price down - "quits contrary, we were being gouged a 
Little bit, $241,000 or whatever to repair it." He said he 
wasn't involved with NSC people until the second phase. Later, 
he met with NSC people, and, 9 7 this thing cane 
from the highsst levels..." did not hear 
any discussions in 
te pay for a nissile. 
in CIA...being under own 
avare of any CIA concern about price except that the addition of 
the depot modification cost (for converting ITOWs into basic 
TOWS) “was somewhat of a surprise to us." He said he was not 
aware of any consternation over a change in price or of the CIA 
pi | the Army thet NN would ba required from the White 
House for such a price ease. However, ho said he felt it was 
imperative to know what the bast estimate vas whenever talking to 
the Army because “as I understood, there vas no returning for 


money once you get an estimate published, that was it." Exhibite 


B-22, pp 5, 6, ©; B-23, pp 7, , 113 B-26, PpP 35, 56, 87, 91) 


(8) (U) VADM Jones, GEN Wickham, GEN Thurman and LTG 
Register said they did not discuss pricing or provide any pricing 
guidance. During a discussion of this investigation on 18 
January 1987, GEN Wickham observed that it is not unceason or 
unreasonable for the CIA to solicit the bast possible price for 
equipment. (Exhibits B-2, pp 6, 7; B-3, Pp 3, 9; B-4, PP l-2; B- 


18, pp 4-3) 
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b. (8) Discussion: ft appears there vas no impression 
given to anyone in the Army that the price needed to he reduced 
to a specifiad amount or that it needed to be lowered so that 
excess funds could be used for another purpose or for any other 
reason. There was evidence that comments were made <o the Arny 
that the initial price figure mentioned to the CIA (which could 
be construed to be a “replecesent” price) was considered tco 
high, but only from the standpoint that the TOWs requested were 
older nie les end le in the NSC had an idea of what they 
thought vas a reasonable price fer those missiles; there was no 
5 in the CIA (or NSC) seeking the best poesible price 
for itans it was purchasing. The investigators could not verify 
the SSCI staff comment that "thare may have been conversation 
that Ollie North had with one of the Aray fellowe involved.” 
There appears to have been subtie pressure by b on NICON and 
the PN TOW net te change the price. This impression may have 
stemmed from the fact that the HQDA action officer said he vas 
told by the CIA that approval for the funds vas coming from a 
very high level. Therefore, HQDA was concerned about anaking any 
„„ once an initial price quote of $3,169 had Been 
prov ` 


e. (8) Conclusions: 


(1) (8) Te is net uncommon for the CIA to solicit 
best possible prices for equipment. Hence some pressures may 
have been applied from the CIA to ab for a lower price and fron 
HQDA to NICON not to change the originally quoted price. 

However, there was no evidence of d or indirect pressure 
applied to keep the price lew, per sa. 


(2) (U) While those pressures apparently did not 
affect the initial price determination, they may have served to 
inhibit a review of what the correct price should have been for 
the converted IToOw missiles. 


(3) (8) There vas no evidence of price negotiations 
or bartering with the CIA. The Arny establiehed the TOW missile 
price. 


10. (8) ssue #6: Ie it 1 for the Aray to present the CIA 
an ended or tha TOW niesiles? 


a. (U) Discussion: In a 2 January 1987 memorandum, the” 
investigators asked OTJAG about the legality of subsitting a 
rovised bill te another government agency if an Economy Act 
transfer was incorrectly priced. In ite 7 January 1987 reply, 
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OTJAG stated, "This office perceives no legal objection to 
subaitting to the concerned 5 a supplemental voucher to nake 
the necessary adjustuents...This is a matter which ean be 
resolved by the autual agreement of the agencies concerned,” 
(Exhibits E; P) 


b.e (8) Conclusion: re is legai for the Arny to pre 
CIA an amended bill for the TOW missiles. CEARR ae 


11. (8) Issue #7: Why did the Aray provide such an odd numbe 
of TOW missiles a 


a. (8) Discussion: 


(1) (8) On 18 January 1986 LTG Powell tasked GEN 
Thurman to ba prepared to deliver 4,000 basic TOW missiles to the 
CIA. Tn earlier discussions with the NSC staff, LTG Powell had 
become aware of "a floating number of 500" missiles, but that ` 
additional quantity was not conveyed to the VCSA. Over the next 
several days, in discussions with ODCSLOG representetives, the 
CIA increased the requirement to 4,504 and then te 4,508. 
(Exhibits B-1, pp 2, 3: B-2, pp 3-6) 


(2) (8) The Army prepared 4,508 TOW missiles for 
delivery to the CIA. The number actually transferred vas 2,008: 
1,000 on 13 February 1986, the "odd number" of 308 on 19 May 
19866, and 500 on 3 November 1986. (Exhibits N, O and P-1) 


(3) e. all 1,000 missiles in 
the first shipuent vere ran. (Exhibit B-22, p 3) 


(4) (8/ORCON) Nr. Armitage, ASD(ISA), said he heard 
Nr. Casey, Director of Central Intelligence (DCI), or someone 
elee testify bafore a Congressional committee to the effect that 
rael sent 508 TOW missiles to Iran in August or September 1965. 
said the 508 TOWs delivered to the CIA at Redstone 
na y 1986 went to Israel as replacements for the 
missiles eiipped to Iran in the fall of 1985. (Exhibits B-17, pp 


8-11; B-22, p 8). 
(3) (8/ORCON) . testified that Israel 
had expressed dissatisfaction with the ege of the § 
received as payback for the 1985 shipment to fran. 
reported that when LTC North asked that ferael ehip $00 nissiles 
to Iran to help expedite release of an American heetsge, Israel 
sent Iran 500 of the 508 older missiles it had received from the 
U.S. These missiles from Israeli stocks vere replaced with 500 
newer missiles which the U.S. provided Israel in the last 
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shipment. The never missiles were selected first by the CIA 
requesting all lot numbere for the remaining 3,000 missiles and 
then requesting thet the next 500 be pulled from the newest lots. 
The CIA specified new missiles for that shipment because the 
miesiles were going into Israeli stocks. (Exhibits B-22, pp 10- 
12; B-31, pp 14-16) 


G. (8/ORCON) Conclusion: The evidence indicated that LTC 
North, NSC staff, made the decision to ship an "odd number" of 
506 Tow missiles to Israel based on an assumption that 508 was 
the number Israel sent to Iran in 1965. 


12. (8) eeue $6: Did the sale of HAWK support 
equipment repair parts to the CIA reduce the readiness of U.S. 
Arny air defense forces? 


a. (8) Discussion: 


(2) (8) In response to a 10 April 1986 telephonic 
tasking by the ODCSLOG Logistics Account Office, later confirmed 
a 23 April 1986 message, HQ ANC reviewed a CIA list of 234 

line itema of HAWK system parte for price, availability and 
impact on readiness. With the majority of the itema controlled 
by their command, MICOM took the lead for AMC in assessing the 
impect. Eleven items could not be identified. Seventy-five of 
the remaining 223 line item numbers (LIN) were managed by other 
ANC commands, DLA, and the USAF, and MICOM passed the requirement 
for these LINe to the responsible agencies. This left MICOM with 
148 niseile peculiar LINs which it managed. With respect to 
these Live, NICON found two were no longer stocked. Ucon 
reviewed the remaining 146 LINe to datermine how providing the 
kind and number of parte requested would affect support of US air 
defense units. The assesenent included review of assets on hand, 
parte due in from production and repair, average monthly demand, 
and known requirements, and incorporated the subjective judgement 
of responsible NICON personnel. The cutcome was a determination 
that ene hundred LINS could be furnished without seriously 
deplet stocks, but iding the remaining 46 LINs in the 
quantities might affect US forces' readiness. Fer 15 
LIne, Army stocks would he totally depleted, and for 11 LINs, 
over half the ‘a stocks would he required. The anticipated 
effect of furnishing the other 20 Lite vase less but still 
considered significant. NICON relayed this information to- HQ 
ANC, which passed it to the Logistics Accounte Office, ODCSLOG, 
DA. Subsequently, ODCSLOG directed ef all parts, to 
include these managed by DLA end the Air Force. (Exhibits Q) R) 
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(2) (C) The investigators reviewed monthly unit status 
reports submitted by the nine U.S. Army HAWK battalions and MICOM 
stock records for the 46 Lina identified as potential problems in 
the initial — assessment to determine the actual ef ct 


readiness reports 
indicated sale of the partes did not harm readiness. Further, a 
review of MICOM stock records on 7 January 1987 showed MICOM had 
stocks on hand for all 46 LINe and no back orders for 
nonoperational equipment for any of the 46 LINs. (Exhibit T) 


b. (8) Conclusion: The sale of HAWK ground support 
equipment repair parts to the CIA did not reduce the readiness of 
U.S. Army air defense forces. - 


13. (8) Issue $9: Is it possible to upgrade a HAWK missile 
system using the repair parts sold to the CIA? 


@. (8) Discussion: 


(1) (8) A technical augmentee to the DAIG 
investigation team revieved the 146 HAWK peculiar parts on the 
list of 234 line items requested by the CIA. This review 
revealed that all 146 items were for the AN/MPQ-46 radar, a high- 
power illuminator radar to which certsin product improvements 
have not been applied and which is no longer used by U.S. Army 
HAWK units. It has been replaced by the AN/MPQ-S7, which is 
basicelly an AN/NPQ-46 with "Phase Ire upgrades. Upgrade of an 
A- to an AN/MPQ-S7 requires 39 specific parts. None of 


only to the AN/MPQ-46. (Exhibit V) 
(u) 


( A second and independent review of the parts 
list by the U.S. Air Defense School, Ft Bliss, Texas, found 
the parts to be consistent with Support of Phase I ham batteries 
and not to US HAWK bettories, which have been upgraded through 
app ion of "Phase II” product improvements. (Exhibit D) 


3) (8) In April 1966, the CIA attempted to edd two 
lete AN/MPQ-46 radars to the list of 234 parte ted 


Teques 
earlier. The Army responded that the radars would have to be 
handled as a separate request. ODCSLOG revieved assets and 
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advised the CIA, in May 1986, that the only AN/MPQ-46 assets in 
the Aray inventory vere two units purchased by Iran before 
overthrow of the Shah and being held pendin ion of claims 
by Iran. The CIA certified availability of to cover the 
coet of making the AN/MPQ-46s ready for shipsent. ne Aray 
prepared the radars as requested, but they were not shipped (to 
dato, the Aray has not billed the CIA for this work.) In 
response to a CIA request, ODCSLOG also provided the CIA price 
and availability information for two AN/MPQ-57 radars, but no 
AN/MPQ-57s were transferred to the CIA. Thus, while considerable 
. effort was expended in anticipation of transferring complete 
radars to the CIA, those transactions were not completed, and 
there was no upgrade of Iran's capability through provision of 
complete radars. (Exhibit W) 


b. (8) Conclusion: Ire is not possible to upgrede a HAWK 
Tr ieee system using the repair parts sold to the CIA in May. 


14. (S) Issue #10: Did the Army charge the correct price for 
the HAWK ground support equipment repair parts? 


a. ($) Discussion. The Army shipped 218 of the 234 
requested line items of HAWK repair parts to the CIA on 19 May 
1986. The amount charged for each item was correctly extracted 
from the AMDF, as prescribed by AR 37-60. The items' unit cost 
by NSN was substantiated by reviewing and verifying the amounts 
in the April/May 1986 AMDF, the SP 1080 billings, and detailed 
billing lists provided by the Finance and Accounting Office, 
Redstone Arsenal. The total costs are summarized below. 
Estimated figures are used in the data because to date, the Army 
has only received bills totalling $3,162,645 from MICOM, DLA and 
the rei for the HAWK parts they provided. Other bills are still 
due in. 


HAWK REPAIR PARTS 


$ CERTIFIED 
2 AVAILABLE 
216 LINE ITEMS (HARDWARE ONLY) $4,162,923 
PACKING, CRATING & HANDLING COSTS 154,502 
TOTAL 10 337.143 (EST) 


The amount „: as available by the CIA for 
accessorial arges appears to be adequete. To date, however, 
the Depot System Command (DESCOM) has not billed the Arry for any 
accessorial charges. Consequently, the Army has not billed the 
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CIA for the HAWK repair parts and associated accessorial costs. 
(Rxhibit X) 


b. (8) Conclusion: The Arsy charged the correct price for 
the HAWK ground support equipment repair parts, but the CIA has 
net received the total bill to date. 


V. (8) = a CONSIDERED OURING TNE INVESTIGATION 
1S. (8) 


a. (8) Discussion. 


(1) (8) In seme respects, the established procedures 
for providing Army support to the CIA were not folleved during 
the execution of Projects SNOWBALL and CROCUS. In the case of 
Project CROCUS, this appaars to have created no problems and the 
prices charged were proper. In the case of Project SNOWBALL, 
this failure to follow established procedures may have | 
contributed to the establishment of improper prices for the TOW 
missilee transferred to the CIA. 


2) (S) Army support to the C `M 


is governed by 
a dir ive from the 


the policies and procedures established D) 
Director of the Arny Staf 


r) 


snort tle: 
(DASP (U), une 1986. This directive plem s the Deputy 
cretary of Defense Memorandum, subject: Provision of DOD 
— ˙ Seems yo 20 December 1979 
commonly referred to as the aytor Memorandum," which has been 
superseded by DOD Dir 5210.36, 10 June 1986, "Provision of DOD 
Sensitive Support to DOD Components and other Departments and 


Agencies of the U.S. Government (U)"). The Claytor Memorandum 
established the policy of DOD to Pov 1 ee 
rt to other federal agencies. prov tha 


su showldé not interfere with DOD missions, should be 
consistent with the law, Executive Orders and DOD policy, and 
that the costs of such support should be fully reimbursed by the 
receiving a All rt to the CIA was to be 


us had the responsibility for 
g that all requests for logistical support were properly 
staffed to ensure that the support met all legal, financial and 
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operational . x 


Specific requirements, especia 


y 
put in writing by the CIA, thus Raking very 
difficult the accurate determination of what the requirement was 
or what it should cost. 


b. (8) Conclusions: 
(1) (8) The Aray did not 


t wag pag reat functi 
ing the 


execution 6 


itivity of the projects and the fact that the Arny 
wes responding to orders, not requests. 


(2) (8) Tre 1 
tien the 


ts standard 


te oversight and 


roper pricing 
transferred to 


a. (8) Discussion: 


(1) (8) On 24 October 1986, Nr 


these transactions on a until they could be roughly 
reviewed. Since then, OOCSLOG has kept two AN/NPQ-46 radars, two 
e radare, end the ted repair parts in a held“ or 
green“ tatus. (Handies R-1, p 143 R-3; R-11; R-13) 


(2) (8) 3 5 that the United 
States wes involved esiles and HAWK parts to 
Tran, and in accordance Pith 26 3333 1966 guidence fron Hr. 
Ambrose, COCSLOG also frose, 5 . the 2,000 
BGN-71A1 and $00 BGN-71A2 TOW ai e transferred to the 
CZA. To convert see 179 from ITOWs to Denio C TOWs, the ITOW 
warheads vere resoved. These varheads, which had been shipped 
from ANAD to Bughes Aircraft Corporation for use on the ITOW 
production line, vere also frosen pending investigation. 


(Exhibit AR) 
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(3) (U) Upon approval of this report, the Arny's 
investigation will be completed. Neither TIG nor DCSLOG is avare.. 
of any need to keep the fadars, repair parts, missiles ana 
werheeds in frozen status. 


bdb. (8) Conclusion: Assets frozen pending completi 
this investigation should be released to AMC for appropriato 
disposition. 


VI. (8) RECOMMENDATIONS 


2 That in the future, the Aray not «ov acA 


16. (8) That the Aray submit a corrected bill to the CIA for an 
edditional $2,557,392.49 for the Tow nissiles. 


19. (8) That HAWK radars, HAWK ground support ipment repair 
parts, TOW missiles, and TOW warheads frozen panding completion 
of this investigation be released to ANC for appropriate 
disposition. 


20. (U) That appropriate parsons ba informed. 
21. (U) That this report be approved. 


22. (U) That this investigation be concluded based on evidence 
presently evailable, subject to reopening if required because of 
new evidence resulting from inquiries conducted by other 
organizations. 


NED W. BACNHELDOR 

COLONEL, IG 

Caief, Intelligence 
Oversight Division 


Lieutenant Generel, USA 
The Inspector General 


